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HE general price freeze established 
by the Office of Price Administra- 

inevitably has led to a profits 
squeeze. This squeeze arises because re- 
tail prices had not risen commensurately 
with wholesale prices. And as lower 
cost inventory is worked off, the squeeze 
will be accentuated. If retailers were 
forced to buy at the March 1942 whole- 
sale level and sell at the prices which 
prevailed during that month, they would 
find their profit margins cut consider- 
ably. Retail prices in March did not re- 
flect the rises in wholesale prices which 
had taken place in the preceding few 
months. There are three alternatives 
open to the O. P. A. to alleviate this 
pressure: 

Raise retail prices, roll back whole- 
sale or manufacturers prices, or pay sub- 
sidies. The O. P. A. has already rejected 
the first alternative. Programs are being 
initiated to lower wholesale and manu- 
facturers prices so that they share the 
squeeze with retailers. Part of other 
reductions are to be offset by simplifica- 
tion and standardization programs de- 
signed to lower costs. This will mean 
fewer styles, models, shapes, less elabor- 
ate packaging, curtailment of deliveries 
and in general the eliminations of frills 
and fancies wherever possible. This as- 
pect of the program is being stressed 
also in Canada. However, if firms can- 


tion 


not effect sufficient economies to offset 
the roll back in prices, the government 
will be forced to pay subsidies if it de- 
sires to prevent the failure of these 
firms. 


As regard imported products 
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costs can not be easily controlled. Rising 
freight rates, the use of round-about 
routes, convoys, sinkings, ete., all com- 
bine to raise the real cost of imports. 
If these rising costs are not to be passed 
on in the form of higher retail prices, 
the payment of subsidies will be neces- 
sary. Despite the close relationship ex- 
isting between the general ceiling and 
subsidy payments, Congress have been 
loathe to take action for the necessary 
appropriations. Since the subsidy pay- 
ment is an inevitable accompaniment of 
the general retail freeze and squeeze such 
action become imperative. 

The payment of subsidies, however, is 
attended by many dangers, and hence 
must be surrounded by careful safe- 
guards. Principles must be established 
to provide this protection. Thus, in con- 
nection with imported goods, the sub- 
sidy should be paid only on essential pro- 
ducts and should represent the difference 
between the former laid down cost and 
that prevailing at the time of the impor- 
tation. Moreover, the government should 
insist upon prudent buying policies so 
that these costs are kept at a minimum. 
If necessary, the creation of government 
import monopolies would facilitate the 
carrying out of this program. More- 
over, not all losses should be subsidized. 
The producers must be called upon to 
bear a part of the burden. In any event, 
no subsidy should be paid if the produc- 
er’s or distributor’s profit is above that 
established for the basis of excess profit 
taxes. Under no circumstances should 
subsidies be paid to domestic producers 
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to compensate for wage increases or 
farm price increases. If costs rise be- 
cause overhead must be spread over 
fewer units no subsidy would be war- 
ranted. They should only be paid as a 
last resort in the case of proven need. 
If subsidies are not provided for, many 
businesses will be forced to the wall un- 


necessarily with adverse effects upon. 


civilian moral, to say nothing of the 
effect upon their creditors including 
banks. Congress will do well to view the 
price program as a whole. It apparently 
approves of the general ceiling plan and 
now it must give the O. P. A. the means 
to implement it. Inevitably, freeze 
means squeeze and squeeze means sub- 
sidies. 


INDUSTRIAL MONOPOLY PARA- 
DOX—Proposed suspension, for the 
duration, of the anti-trust law’s ap- 
plication, synonymously with restrictions 
—even elimination—of patent privileges, 
points to an immensely significant con- 
flict underlying our entire economic sys- 
tem, though particularly the creation of 
industrial technique. That is the dan- 
gerous trend toward monopoly of power 
(by industry, then by labor, and subse- 
quently by government), with conse- 
quent elimination of the free competi- 
tion necessary to entreprenureal oppor- 
tunity, and each by its growth forcing 
growth of the other, as balances. War 
production needs are forcing and invol- 
untarily encouraging this contraction 
or concentration in order to expedite 
delivery, and also because only the 
large companies have the organization 
for mass production, the financial 
power to obtain the vast machines 
needed and the research facilities es- 
sential to superiority of American 
arms. 


Also, war has provided the ready- 
made mass markets necessary to many 
product and machine developments de- 
pendent on mass production, as in mag- 
nesium extraction, air freighter planes, 


and a score of others. These gigantic 
plants which are now the sinews of 
war, added to the existing giant indus- 
trial plants, will become the sinews of 
peace, with the trend as it is toward 
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concentrating major contracts in the 
biggest, most modern plants, and using 
the others for subcontracting in accord 
with “big brother’s” orders. The rapid- 
ity of obsolescence of the expensive ma- 
chinery of today’s producers of dur- 
able goods—due to the terrific rate of 
technical progress—and the costly re- 
search and retraining and other read- 
justments, are beyond the present ca- 
pacity of small industry, unless they are 
protected by patent in a process or pro- 
duct of continuing value and superior- 
ity. Perhaps joint research laborator- 
ies, sales organizations and sub-assem- 
bly divisions will provide the means 
whereby the little fellow may match the 
efficiency of the mammoths and provide 
the continuous improvements in pro- 
duct with lowering costs. Or perhaps 
labor interests can be better fused with 
owners and managers. If not, the mon- 
opolistic nature of industrial techno- 
cracy threatens to call up equivalent 
power organization on the part of gov- 
ernment. Wholly different balances are 
involved as between the old hand or 
“manu” facture where the possessor of 
skill could independently make and sell 
his produce, and the present-day worker 
who requires $7,000 or more of plant 
and equipment to make a competitive 
quality and quantity. The efforts to 
rectify these seemingly antagonistic in- 
fluences will be watched with enormous 
interest and importance as setting the 
boundaries of our post-war economic 
pattern. 


ANTI-INFLATION REPORT — Two 
months have now elapsed since the 
President announced his 7 point anti- 
inflation program. Competent analysts 
pointed out that the program did not 
go far enough and that additional 
measures were required. A survey to 
date, however, indicates that even the 
proposed program is far from being 
achieved: 


1. Taxes—the total approved by the 
House Ways and Means Committee to 
date is substantially below the amounts 
requested by Secretary Morgenthau. 
Moreover, they have thus far failed to 
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approve the Treasury proposal to de- 
duct taxes at the source. 

2. Wages—no clear cut policy of 
wage stabilization has yet been an- 
nounced. 

3. Rationing—this will be extended 
as required—many weaknesses have ap- 
peared in plans instituted to date. 

4. General ceiling plan—already in- 
stituted but exemption of farm prices 
and inadequate wage policy are caus- 
ing difficulties. Congress has been re- 
luctant to approve subsidy policy re- 
quired to implement it. 

5. Farm Prices—little progress has 
been made to lower ceiling to 100% of 
parity. (House farm bloc is still oppos- 
ing sale of government held wheat for 
feeding purposes below parity.) 

6. Voluntary Savings—‘minute men’ 
campaign about to be instituted and ex- 
pected to yield good results. [If not: 
compulsory savings.] 

7. Installment credit curbs and debt 
reduction—former has been instituted; 
little known about the latter. 


While the general price freeze has 


halted the price rise which is the mani- 
festation of the inflationary pressure, 
the underlying forces making for this 
rise are becoming intensified rather 
than moderated. Congress is losing the 
valuable time gained by the ceiling plan 
and unless action is taken at once to 
implement this program, it may be too 
late to accomplish its purpose. 


INCOME TAX COLLECTION AT 
SOURCE—The tax burden in the im- 
mediate future will be at the highest 
levels in the history of this country, 
and the outlook is for still further in- 
creases. Randolph Paul, special ad- 
viser to Secretary Morganthau, has ad- 
vanced three compelling reasons why 
a “withholding” tax collection should 
be instituted as part of the new revenue 
bill. 

First there is convenience to the tax 
payer. If a married man without chil- 
dren earns seventy-five dollars a week 
during 1942, he will be called upon to 
pay a tax of about eight dollars a week 
or somewhat in excess of four hundred 
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dollars for the year. Few people make 
advance provision for their taxes. 
Thus, as a general rule, taxes are paid 
out of income in the year following the 
period in which they are earned. Even 
though quarterly payments are possible 
the budgets of the individuals involved 
tend to be upset and in those cases 
where income may have declined it may 
represent an undue hardship. This is 
an especially important factor for men 
who are drafted even though they may 
obtain‘relief until the end of the war 
under some conditions. Moreover, if 
the tax is deducted at the source each 
week the spending plans of the indi- 
vidual are adjusted accordingly and it 
has the same effect as a cut in salary, 
in terms of indicating the need for 
tightening his belt. 

A second argument in favor of taxa- 


tion at the source is the role it plays - 


in inflation control. Inevitably there 
is a lag between expenditures and the 
receipt of taxes. If deductions were 
made at the source when incomes are 
received this lag could be cut down con- 
siderably and the likelihood of an in- 
flationary price rise due to the current 
excess purchasing power would be re- 
duced. The Treasury estimates that if 
this measure were introduced from July 
1, 1942 at a 10% rate there would be 
withheld from consumers during the 
last half of this year approximately a 
billion and a quarter dollars, while 
under the present system of collection 
“there would be no increase in the 
amounts collected from consumers until 
March 1943.” 

Finally, with a lowering of tax exemp- 
tions large numbers of new tax payers 
will be added to the roles. This pro- 
posal would facilitate collections from 
these new taxpayers and would reduce 
the size of the staff otherwise needed. 
The arguments formerly advanced con- 
cerning the administrative difficulties 
attending such a system have lost their 
full significance in light of the Social 
Security payroll tax collections which 
have been in effect during the past few 
years. 

In other countries, particularly Eng- 
land and Australia, deduction at the 
source has proved a feasible administra- 
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tive device and there appears to be no 
reason why the same would not be true 
here. The adoption of this measure 
would facilitate enormously the tax pay- 
ments problem which will confront 
many individuals and especially those 
serviced by institutions. The latter in 
many cases are usually not financially 
minded enough to make provisions for 
higher taxes. If this provision for tax- 
ation at the source is not adapted it 
might be worthwhile for trust compan- 
ies and other trustees to arrange to pay 
beneficiaries part of their income in tax 
anticipation notes or to arrange to with- 
hold part of the income so that they 
will not be inclined to spend excessive- 
ly today and suffer on tax collection 
day tomorrow. 


WAGE INCREASE IN WAR BONDS 
—The payment of wage increases in war 
bonds is being advocated as a means of 
averting the inflationary pressure gen- 
erated by expanding wage payments. 
This type of policy has been given an 
impetus by the recent shipbuilding nego- 
tiations which resulted in a 7% wage in- 
crease payable in war bonds. While this 
method of payment may superficially ap- 
pear to be an “ideal” solution of the 
Wage increase and excess purchasing 
power problem, thoughtful analysis in- 
dicates its inadequacy. Two aspects of 
Wage increases — especially for arma- 
ments workers — must be considered: 
the affect on the volume of excess pur- 
chasing power and upon the war cost. 
To the extent that workers are paid in 
war bonds, they are likely to consider 
them as part of their savings and hence 
freely spend funds which might other- 
wise have been saved or which represent 
previous savings. Thus the pressure for 
price rises would tend to increase any- 
way. If such bonds are issued they 
should not be redeemable until the post 
war period to prevent workers from con- 
verting them and securing the cash in 
that way. Even if there are no immed- 
iate inflationary effects, such payments 
would increase the total cost of the war 
and make still heavier the post-war bur- 
den. This would be a relatively painless 
way of raising wages—the government 
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would pay for it. But the government 
has no funds except those taken from 
taxpayers or borrowed. It could easily 
become the “patriotic thing to do” and 
result in advances being granted more 
readily, thus encouraging instead of pre- 
venting a substantial increase in the 
cost of the war. While increases paid in 


war bonds would not have the full ad- 
verse affect of cash payments during the 
war, the post-war consequences would 
be substantially the same. 


TRANSPORT POOLING—Every for- 
eign car in a freight train, every union 
station, every joint terminal and belt- 
line, every trackage agreement is con- 
crete evidence of co-ordination of the 
nation’s rail facilities. It would be a 
logical and a relatively short step phy- 
sically to unified operation by railroads 
of all types of transportation. Post- 
war competitive conditions may make it 
necessary for the railroads to do so for 
their own financial safety. 

Before this can or should be done, 
several important steps need to be 
taken. The first is to determine the 
respective fitness and efficiency of the 
several types of transportation, if oper- 
ated on a comparable basis of cost and 
regulation, with all types either paying 
their own way fully or being accorded 
the same relative measure of public ex- 
emption. Would the same measure of 
public help now accorded airlines, for 
example, be continued if they were 
under railway ownership and opera- 
tion? 

Legal pitfalls would have to be re- 
moved. The Panama Canal Act still 
hampers railway operation of water ser- 
vice. Permission to operate co-ordin- 
ated truck service still is a matter of 
grave doubt in any given case, and when 
granted is usually surrounded by ham- 
pering conditions. 


The attitude of labor has to be reck- 
oned with. Nearly every application by 
a railroad to operate truck or bus ser- 
vice or to abandon mileage made unnec- 
essary by highway operations is op- 
posed by labor organizations. This op- 
position frequently results in the ham- 
pering restrictions just mentioned. 
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What of the conflicting claims of jur- 
isdiction between rail brotherhoods and 
organizations now representing high- 
way-service employes? What will be 
the effect upon wage rates and working 
rules in non-rail types of service if such 
service is brought under railway own- 
ership and operation? 

Finally, will tax and regulatory pol- 
icies during the next few years be such 
as to allow the railroads to accumulate 
cash wherewith to do this? If not, 
would railway stocks be acceptable to 
the present owners of these carriers? 
Should the railroads use debt financ- 
ing? 

Obstacles in the way of unified trans- 
portation are not in the actual physical 
conditions of doing the job; the solu- 
tion must come from public opinion, ex- 
pressed in legislation, regulation, tax- 
ation and labor policy. 

L. J. Kiernan, 
Railroad Statistician, 
Equitable Life Assurance Society 


RATION THE RATIONERS — Per- 


haps on the basis of asking for more 
than expected to get the amount 
wanted, O.P.A. chief Henderson’s re- 
quest for close to $200 million for a 
retinue of about 100,000 full-time em- 
ployees for the bureau’s administration, 
has not fared badly so far. The Bud- 
get bureau would allow 70,000 per- 
sonnel (the equivalent of roughly four 
Army divisions in man-power). And 
this is only the beginning, as price, 
rent and other controls are extended 
over the civilian life. Although we 
have not been at war as long—and our 
population is much more concentrated 
than Canada’s—the United States would 
have many more “rationers,” in pro- 
portion, than Canada or Great Britain. 
This is typical of the prevalent confi- 
dence in the ability of appropriations to 
solve tough problems, that if a little 
appropriation is a good thing, a great 
big one would perform wonders. 

There are at least three possible solu- 
tions which could make for greater 
efficiency at less cost. First, the elim- 
ination of duplication of administra- 
tive or policing work between different 
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bureaus and divisions of the same bur- 


eau. Then there is the amazing pic- 
ture of scores of people trying to keep 
busy during the “slack” season, .espec- 
ially where the excess demands of or- 
ganization have been fulfilled and only 
a small staff is needed to keep the 
wheels turning. For example, instead 
of building up entire new personnel 
(with loss of training time, etc.) for 
each new commodity as it is put ‘under 
the tent’, and keeping these peak loads 
of clerical personnel on after duties 
have decreased, they should be trans- 
ferred to the new peak department. 
As to the field checkers, rather than 
always add to the taxpayer’s load and 
drain more manpower, it might be far 
better to use the services of local citi- 
zens who could give the requisite part- 
time to the work, if not on a volunteer 
basis, then on the old-time basis of 
“working out the taxes.” These com- 
ments apply equally to many other war 
agencies and bureaus. This is no time 
for the costly, wasteful luxury of non- 
essential employment. 


Debt and Post War Development 


The American war effort “will be counted 
in terms of not less than two hundred bil- 
lion dollars, which sum is roughly equiva- 
lent to the value of all the wealth in Amer- 
ica—its factories, farms and other instru- 
ments of production,” according to Dr. Paul 
F. Cadman, economic advisor of the Ameri- 
can Bankers Association, speaking before 
the New York State Bankers Association 
last month. Dr. Cadman said that the coun- 
try could bear such a debt. 

“Financing the war is a stupendous un- 
dertaking, but it can be done with a margin 
of safety, provided we bring to the effort 
the impeccable integrity which will main- 
tain the confidence of every taxpayer and 
saver who makes his or her contribution,” 
he asserted. “Sound finance, like sound 
government, rests upon the integrity of the 
promisor. One reason we can bear a 
$200,000,000,000 debt is that those who put 
up a large part of the money have unlimited 
faith in the contract under which it is bor- 
rowed. Another reason we can support a 
$200,000,000,000 debt is that we have the 
productive capacity to produce enough 
wealth after the war to service that debt, 
to meet the interest charges on it, and ul- 
timately, to pay it.” 
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PLAN FOR 
INSTALMENT 
PURCHASE OF 

“PEACE PRIORITIES” 


We are fortunate to have this presentation by one of the originators 


of the plan. 


The idea has such great potentialities, and could play so im- 


portant a part as a brake on price inflation, that readers are urged to give 
it careful study and to advise the editors of their conclusions—The Editors 


ALE of consumers’ durable goods 

on instalments, for delivery after 
the war, would not only assist in the 
present effort to restrain inflation 
during the war but also facilitate 
transfer of industry to peacetime pro- 
duction at the end of the war—with 
a real backlog of orders. 

Much attention is being given to 
means by which the “inflationary gap” 
—the difference between the purchas- 
ing power of the civilian populace and 
the volume of civilian goods on which 
it may be spent—-may be reduced, to 
relieve the pressure against price ceil- 
ings. Higher taxes, forced saving, and 
more extensive programs for voluntary 
saving are being proposed as the means 
of reducing the gap. 

All of these proposals, however, are 
subject to one important qualification; 
they must be related to the income of 
each individual, graduated according to 
size. But the war period has brought 
very extensive shifts in income; war 
workers and others have had their 
Wages increased enormously while the 
incomes of some classes have fallen. 


Consequently it appears impossible to 
devise taxes, forced saving or even vol- 
untary saving programs in such a way 
that the newly created earnings can be 
absorbed without imposing an unbear- 
able burden on those whose incomes 
have fallen. There will be a substan- 
tial volume of funds which can be kept 
out of the market for current goods only 
by other appeals. 


Specific Objective 


T is believed that individuals having 

these surplus funds would be at- 
tracted by a plan which would assure 
them that after the war they would be 
the first to obtain new housing, auto- 
mobiles, refrigerators, and the like at 
reasonable prices. This they could do 
by making monthly payments of speci- 
fied amounts which would accumulate 
with some interest to make up the pur- 
chase price of these articles. 

This plan has certain additional ad- 
vantages. It would tend to induce 
greater saving because the saving 
would be directed at a specific object 
and because some of the fear of price 
rises would be eliminated. Postwar 
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planning would be simplified since there 
would be a tangible indication of the 
demand which must be prepared for. 
The shift from war production to peace- 
time production would be speeded up 
and given direction, while a weapon 
would be provided against any threat- 
ened slump. 

Moreover, the plan would be mer- 
chandised by existing organizations, 
thereby helping to preserve the instal- 
ment selling and financing machinery 
for use after the war. 


Suggested Provisions of Plan 


1) HE goods to be covered should 
include the major consumers’ 
durable goods: housing, automobiles, 
refrigerators, pianos, radios, washing 
machines, cooking stoves, vacuum clean- 
ers, sewing machines, and others, es- 
pecially any which compete with war 
production for men, machines or mate- 
rial, and can be deferred. 

2) For each class of goods, a series 
of certificates will be available corre- 
sponding to the price classification of 
each type of goods. For example, in 
the case of automobiles, the certificates 
might be for $800, $1,000, $1,200, and 
$1,500. They would cover the low 
priced items in each line but not the 
very high priced items. In the housing 
field, the certificates will represent 
down payments being accumulated. 

3) The Government would have to 
give assurance that price control will 
continue while deliveries are being 
made under the plan, so that the pur- 
chaser will be reasonably certain that 
the prices of the goods, when available, 
will not be substantially higher than 
present prices. 

4) The purchasers of the certificates 
will obtain priorities on articles of the 
class specified so that they will receive 
the first articles produced after peace- 
time production resumes. This calls 
for a continuation of rationing or pre- 
ference until such time as production 
is large enough to meet all demand. 


Latitude in Redemption 


5) £ bees certificates will specify 
the class of goods—i.e., auto- 
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mobiles, but not the name of the manu- 
facturer. Each holder will use his cer- 
tificate in the purchase of whatever 
make of product appeals to him at the 
time goods are ready for delivery. 

6) The certificates will provide for 
the accumulation, by equal monthly 
payments over a period of 2 or 3 years, 
of amounts sufficient, with interest, to 
equal the face of the certificate. If not 
fully paid up by the time the war ends, 
holders could elect to put up the re- 
mainder to secure priority, or simply 
continue the schedule of payments. 

7) The accumulations will be with- 
drawable during the war only at a dis- 
count. At the time after the war that 
the products are available, the certifi- 
cate holder will have the option of pur- 
chasing the article or withdrawing the 
accumulations at a somewhat smaller 
discount. 

8) If goods are available before the 
payments have been made in full, the 
certificate will be used as a down pay- 
ment to the extent of its value at that 
time and the balance will be financed 
through customary channels. If the 
goods are not available when the pay- 
ments have been made in full, interest 
will be continued. 

9) The certificates will not be trans- 
ferable except by operation of law. 
However, paid up holders might find 
they could sell the merchandise, when 
received, at a premium, particularly if 
the war lasts beyond a year or two. 

10) If payments are not made 
promptly, penalties will be assessed and 
the priority position changed to a later 
rank. 


Helps Finance War 


dealers in the articles listed. 
Payments will be made by the purchasers 
to the dealer or to a sales financing 
agency whom the dealer has appointed 
to act for him. The payments will be 
turned over to the United States Trea- 
sury which will issue and hold special 
types of Government obligations in like 
amounts. The dealers will give the pur- 
chasers receipts (perhaps in the form 
of books of stamps) which the dealers 


11) "a plan will be sold only by 
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will obtain by purchase from the Trea- 
sury in advance. Dealers needing financ- 
ing for such purposes may arrange this 
through a sales financing agency. 

12) Dealers will be paid commissions 
by the Treasury for selling the certifi- 
cates at time of sale, and in amount equal 
to, say, one-fourth of a conservative 
mark-up on equivalent merchandise. At 
the time the articles are available, the 
dealers receiving orders will reimburse 
the Treasury for these commissions, in 
effect deducting such amounts from prof- 
its on the sale of the articles. Dealers 
and sales finance agencies will also be 
paid a small fee for making the collec- 
tions. 


Regular Channels and Government 
Cooperation 


13) INCE the contract of the dealer 
with the certificate purchaser 
will be of particular importance in the 
eventual decision as to the make of pro- 
duct to be purchased, the manufacturer 
will assist in the advertising of the plan 
and perhaps bear some part of the cost. 
14) When the articles are available, 
dealers will request deliveries as they 
receive orders and will finance deliveries 
through the usual channels. The deal- 
ers will accept certificates in payment for 
the articles and will receive reimburse- 
ment (less the advanced commission) 
upon surrender to the Treasury, which 
will then cancel an equivalent amount of 
the special Government obligations. 
The plan described above calls for Gov- 
ernment participation on a broad scale. 
It is possible that a feasible plan might 
be devised even without Government par- 
ticipation, but if its cooperation can be 
secured, the program is likely to be more 
complete and more saleable. Manufac- 
turing concerns could offer certificates 
exchangeable for their own products. 
They could guarantee priority and a dis- 
count in price below the current market 
price at the time of delivery. The funds 
could be held in trust by a trust company 
and invested in War Savings Bonds. 
Otherwise the mechanics would be much 
the same. In net result, the voluntary 
immobilization of considerable purchas- 
ing power for the duration has the log- 
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ical advantage that it influences the 
amount of money in direct proportion to 
availability of consumers’ goods, and en- 
courages reconversion and recovery. 


A. B. A. to Have National Conference 
on Wartime Finance 


Recognizing that the nation’s wartime 
needs and problems transcend all other in- 
terests in times like these, the American 
Bankers Association will hold a National 
Conference on Wartime Finance in Detroit 
next September in place of its annual con- 
vention, it has been decided by the Execu- 
tive Council of the Association. The dates 
will be September 28-30. As part of the 
conference, it is hoped that an opportunity 
will be given to the delegates to see some- 
thing of the operation of war plants in the 
Detroit area. 

A new type of meeting for bankers will 
be undertaken on Sunday evening, Septem- 
ber 27, preceding the opening of the con- 
ference. This will take the form of an in- 
spirational meeting with a background of 
American music and an address by an in- 
spirational speaker of note. 


BUSINESS NEED NOT 
“FLY BLIND” 
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SIXTY 
Years of 
Experience 
In Chicago 


Sometimes the facilities 
of an out-of-town trust 
company are required for 
the proper management 
of your clients’ business. 


Monroe Street, east of LaSalle 





Your inquiries are always 
cordially welcomed. 





TRUST DEPARTMENT 
Harris Trust and Savings Bank 


Organized as N. W. Harris & Co. 1882. Incorporated 1907 


HARRIS TRUST BUILDING, CHICAGO 


Member Federal Deposit Insurance Corporation 
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Social Security in War and Peace 


What is Proper Scope of Financial Aid by the State? 
ALVA MYRDAL 


It would be difficult or impossible to find anyone who has given more 
direction to recent advances in social security—particularly as relates to 
family welfare—than the authoress, now in the U. S. A. on leave as 
Director of a teachers’ college in Stockholm, where she has been president 
of the Swedish Federation of Business & Professional Women. Collabora- 
tor with her renowned husband on the book “Crisis in the Population 
Question,” which resulted in appointment of the Population Commission 
that gave rise to housing and welfare reforms, Mrs. Myrdal has been active 
in experiments and legislation that have marked Sweden as a leader in 
social security. Known also in this country as author of “Nation and 
Family” and “Contact America” and through lectures, her work in the 
fields of education, politics, housing and child welfare combine an ex- 
ceptional breadth of experience and viewpoint. This is essential to dis- 
cussion of so major an issue as social security is destined to become in 
the American economy. Here is presented a pattern of the needs—except 
financial—of a comprehensive program.—Editors’ Note. 


tained. Particularly if one takes 
note of the varied experiences in dif- 
ferent parts of the world, much may 
be learned that might help make our 
efforts more effective, less wasteful 
and better integrated. The long- 
range objectives have to be consid- 
ered first, as the foundation of prin- 
ciples which determine measures to 
be taken for social payments in time 
of war as well as of peace. 





In some countries, particularly Great 

Britain, Germany, the Scandinavian 

countries and the British dominions, so- 

cial systems to safeguard security are 

reaching maturity. In Great Britain the 

most absorbing of the moment seems to 

be whether dependents should be in- 

cluded in the health insurance system, 

; both daily benefits and medical assist- 

N the glaring light of war insecur- ance being assured persons below $420 
ity, our peace time efforts to cre- annual income. New Zealand is carrying 
ate security may be better examined out probably the world’s most daring ex- 
than ever. Whatever is necessary periment in state guarantee of equal sat- 
and sound in the structure of social isfaction of basic needs, with a wholesale 
security will demonstrate its anette socialization of medical care as the latest 


- development, still argued as to some de- 
under the upheaval of all economic aij, with the Medical Association. In 


conditions; fumbling actions, half- gweden a new compromise between lais- 
thought out solutions or responses sez-faire and complete nationalization 
to incidental pressure can be ascer- has been worked out (since 1935) by re- 
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serving the new social measures for fam- 
ilies and young persons. In the United 
States social security is still in the ex- 
perimental and formative stage, but no 
longer a political issue, it has become a 
recognized part of the economy. It is 
quite probable that the greatest develop- 
ments will be introduced here during and 
after the war. A clear concept of what 
is essential in the social security system 
is needed not only for the sake of Amer- 
ica but in order also to guide the develop- 
ment in other countries, as many parts 
of the world are increasingly looking to 
this country for leadership. 


The Right to Work 


HE present cry for more security is 

a world-wide one. Security now 
means more than the prospect of gain. 
The Atlantic Charter has promised “free- 
dom from want.” But in order to deal 
intelligently with the variegated schemes 
for satisfying this demand we need a 
much clearer notion of what is the pro- 
per realm, of social security. Above all, 
the fundamental distinction should be 


made definitely clear between what is 
community and what individual respon- 
sibility, between what belongs to the so- 
cial economic system and what belongs 
to the business economic system. No 
such distinctions have been made. A 


division, made on_ strict theoretical 
grounds can form an outline for map- 
ping and checking the usefulness of so- 
cial security proposals. 

The basic dividing line proposed to 
follow is that between productive and un- 
productive life periods. It is only logical 
that—as far as possible—our private 
enterprise economy system carry the re- 
sponsibility for those in the productive 
age groups; it is just as logical that it 
have no such responsibility for the un- 
productive ages. 

For the productive part of the popula- 
tion the problem is chiefly one of job 
security. The “right to work” which is 
increasingly claimed as a human right 
alongside the traditional ones, is pre- 
dominantly a challenge to business to 
create job opportunities. Only in the 
second place—as an alternative—is it a 
challenge to the community to fill in with 
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public work what cannot be carried on 
by private investment and enterprise in 
order to avoid large scale unemployment. 
The pooling of risks for unemployment 
—unemployment insurance and work- 
men’s compensation — should be consi- 
dered as a socially guaranteed form for 
a security system, which ought to be fin- 
anced by the two partners to the labor: 
market, with adequate supervision by 
government. In most industrialized 
countries both these programs are near- 
ing perfection. It is also commonly real- 
ized that the community at large has 
very little financia! responsibility in these 
spheres. 


Universal or Group Coverage 


HAT now needs stressing is that 

they should not be cluttered with 
amendments to include coverage for other 
needs than those arising out of the wage- 
earning situation itself (such as medi- 
cal care, etc.), where the problem con- 
cerns other population groups beside 
wage-earners. No job security system 
can achieve any long range stability if 
it takes on more than rightly belongs in 
its province. 

A widely different domain of needs 
occurs in the unproductive age periods. 
Costs of unproductive periods of ill 
health, age and dependency do not befall 
wage earners alone, but are general phe- 
nomena of risks to all groups. In a log- 
ical system of social security the income 
losses thus caused should be covered by 
general benefits and paid by general con- 
tributions. They are problems of the 
whole nation, for the whole nation. Old- 
age insurance and health insurance 
ought, therefore, to be general. 

The fact that in some countries social 
insurance for health and old age have 
become tied up with industrial payrolls 
or with definitions of wage-earners, is 
just an historical incidence. Social in- 
surance happened to be born in and thus 
carry the mark of Bismarck’s Germany 
and Lloyd George’s pre-world war Eng- 
land—two highly industrialized countries 
—and at that time labor problems mon- 
opolized attention. The United States 
in some ways happened to follow their 
lead, especially with regard to the fed- 
eral old-age insurance system, although 
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the presence of great numbers of farm- 
ers, small shop-keepers and other inde- 
pendent workers ought to have made it 
clear that old age and illness are prob- 
lems also of their groups. 


Need of a National Registration 


HIS misdirected application of the 

social insurance idea was partly due 
to the greater political ease of carrying 
through reforms in the name of the 
“workers,” and partly due to the simple 
fact that there existed no general regis- 
tration of the people. Only those on pay- 
rolls were easy to locate, especially with 
so mobile a population as America’s. 
The statistics on them, however, grow 
like wild vegetation, probably more cost- 
ly than any over-all but less detailed 
registration of the people, that could 
serve as well for those in need on ac- 
count of age or illness, as for those hav- 
ing the right to vote, the duty to be 
drafted or the need of a rationing book. 
A stronger factor, also a political one, 
was that the payrolls offered the easiest 
way of getting a new source of revenue. 
If direct taxation went further down in 
the income brackets, a special security 
system as a floor for all but with con- 
tributions by all might have been recog- 
nized as more logical and just. 

The more the social security funds are 
tax paid, and the lower the income level 
which is taxed, the better safeguard 
against people voting themselves bene- 
fits beyond capacity to pay. 

These are lessons to be drawn chiefly 
from the small laboratory states like 
Sweden and New Zealand. Despite very 
powerful labor groups, despite the fact 
that labor was the force behind the social 
security reforms in these countries, not 
even labor itself dreamed of monopoliz- 
ing the favors of such a system. Par- 
tially contributory old-age pensions have 
thus become nation-wide “people’s pen- 
sions” in Sweden since 1913. 


Social Investment in Children 


OCIALLY provided incomes to fill up 
gaps in a person’s income due to ill- 
ness or old age seem to be the true con- 
cern of state insurance, collecting contri- 
butions from everybody in some relation 
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to economic ability and guaranteeing a 
minimum income to everybody as a right, 
not as any discretionary assistance. But 
among the unproductive age-groups one 
is generally forgotten, although it is, in- 
voluntarily, more unproductive than any 
other and less provided for by savings 
from its own previous income; namely, 
the children. This pre-productive age 
group presents a third, fundamentally 
different aspect. Salaries and wages are 
never set in relation to burden of sup- 
port. Presumably, in our type of eco- 
nomic society, incomes are in relation to 
productive ability of working individ- 
uals, not in relation to the number of 
their dependents. The young are with- 
out either income or social security cov- 
erage. This pre-productive period calls 
not for social insurance but for social in- 
vestment in the Nation’s human capital. 
Profits come from lowered costs for ill- 
ness, delinquency, etc., from the result- 
ing efficiency and well-being of the next 
generation. 

Family incomes from social security, 
being on an average much lower than 
work incomes, must be supplemented 
with allowances for dependents. As it 
is chiefly a self-liquidating social invest- 
ment, security provisions for children 
cannot be handled as just another 
insurance scheme. Plans to provide cash 
benefits for all children, in the form of 
family allowances, have been proposed 
as a solution. Far better are direct 
social services after the pattern of public 
education. 


Role of State Subsidies 


CTUAL experience of the Swedish 
family policy indicates a practicable 
procedure: to correlate the scattered 
social subsidy programs, reserve them 
for children and have them compre- 
hend only extra needs on account of 
the growing generation. Thus, it out- 
lines a compromise, although a profitable 
one, by reserving additional state inter- 
vention for children’s needs of medical 
services, food and housing. Subsidies 
for other medical needs, food stamps, 
low-income housing must be omitted as 
long as community means are scarce. 
Thus, social services will not clash 
with the responsibility of the individual 





to support himself. The productive in- 
dividual will have the same responsibility 
as in any individualistic economy to pro- 
vide for himself by work and savings; 
nationalized maintenance is reserved for 
those under no such responsibility be- 
cause they are not part of the productive 
population. 

Gratifying experiments in many coun- 
tries give support to such a policy. As 
housing will probably be of prime impor- 
tance after the war an alternative to the 
general subsidized housing schemes may 
be most pertinent for consideration. In 
Sweden, no more general housing 
schemes have been sanctioned since 1935, 
state credit being turned over directly 
to building for families. The annual rent 
—or the cost of home purchase—is being 
rebated by the state so that a family of 
three children gets 30% rent reduction, 
four children, 40% and up to 70% reduc- 
tion for eight or more. The experience 
of this new kind of social housing has 
been considerably more gratifying than 
were the old schemes of subsidizing any- 
body who qualified merely by having a 
low income. 


Service vs. Cash 


IMILAR developments would be ad- 

visable in the medical field, provid- 
ing free medical services for the children, 
who are anyway outside of the competi- 
tive system and who—with the excep- 
tion of the highest income groups—do 
not constitute any prospective patients 
to doctors. Such a policy would be defin- 
itely discouraging to the current British 
efforts as well as to the proposal by 
Chairman Altmeyer of the Social Secur- 
ity Board in this country to include de- 
pendents in the medical benefits under 
the health insurance plan. All progres- 
sive quarters in Great Britain, including 
some of the highest medical authorities, 
advise against a plan embracing only 
part of the people. 

It is generally wiser to provide direct 
community services than cash for child 
security. And such services should be a 
just claim of all children not—as in the 
proposal—only to children of wage- 
earners, if the nation as a whole is go- 
ing to contribute and benefit. Improved 
nutrition through school meals is one 


TRUSTS and ESTATES—June 1942 


way, (which would also profitably utilize 
a large part of agricultural subsidies). 
Cash allowances would be used to bridge 
temporary gaps in basic incomes. Be- 
sides benefits for unemployment and sick- 
ness, pensions for old age and invalidity, 
dependents’ allowances have to be pro- 
vided until a major part of needs are 
covered by services. This would include 
not only pensions to children of invalid 
and aged fathers and of widows, but also 
—as may be added on Scandinavian ex- 
periences — state-advanced alimony to 
children of divorced and unmarried 
mothers, the state in turn trying to re- 
cover these sums from the deficient 
father. 

Social security most decidedly does 
not do away with private savings. Sav- 
ing for investment is hardly touched, sav- 
ing for bettering living conditions at 
times when a basic social income is avail- 
able will never be abandoned, saving for 
delayed consumption will be as wise as 
before. In order not to decrease the in- 
centives for private saving, however, a 
condition is that social security schemes 
should put a premium, not a punishment 
on it, e.g. by letting benefits decrease 
less than equals the increase in income 
from other sources for those receiving 
what in the United States is old-age 
assistance and in many other countries 
a pension right. 

At present, with consumer income ris- 
ing and goods restricted, obligatory as 
well as private insurance programs are 
also well adapted to counteracting infla- 
tionary tendencies. 


Compensation in War Service 


IMES of war make extraordinary 
demands, some temporary, some per- 


manent. The millions of soldiers called 
from their ordinary work and obligations 
must be provided for. In the general 
scheme they should not be counted among 
the “productive sector,” because they are 
placed on the social budget and their 
recompense rightly takes on greater sim- 
ilarity with other social incomes than 
with work income. The position would 
be different with a professional standing 
army, which ought to be salaried. As 
widespread emergency conscription of 
soldiers (and in many countries like 
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Great Britain also of workers) replaces 
the regular volunteer organization, it 
seems logical that a basic income rather 
than one in competition with the market 
wages be set. 

But it then becomes a necessary corol- 
lary that dependents be covered for this 
transitional period of “social employ- 
ment” and debt relief be provided. Var- 
ious schemes are used. The best ones 
leave only a small sum as pocket money 
for the soldier but guarantee the exist- 
ence of his dependents and provide for 
necessary insurance. Two interesting 
suggestions may be read out of Euro- 
pean experience (only Germany has a 
discriminatory money wage for soldiers 
in some relation to previous income). 
One is from Sweden, where the soldier 
receives only about ten dollars per month, 
but with a cash allowance being given 
to wife and children or other dependents 
additionally, and also the family’s home 
rent guaranteed. That has seemed to 
give the main security and cause the 
least social uprooting. In England an- 
other interesting scheme is at work, as 
allowances are paid to dependents, but 
only if a certain portion of the individual 
soldier’s pay is also allotted to the family. 

All industrialized countries will have 
something to touch each other in this 
urgent matter of constructing, or recon- 
structing social security in and after the 
war. The international agencies must be 
encouraged to provide guidance in this 
field with a much broader vision than 
they have had hitherto. Realism is 
needed, so that we do not just pile social 
security upon social security, in the false 
illusion that ever more and more of cash 
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allowances is the road to a promised state 
of total security. 
—_—___9—_____. 
Canadian War Finance 


In Canada, war plans have come first, and 
financial measures have been designed to 
fit the pattern of those plans and to facili- 
tate their successful execution . . . While 
reference to war expenditures is necessar- 
ily made in terms of the dollar amount in- 
volved, real interest in such figures is based 
on.the fact that they portray the scale of 
the war effort. 

The Second Victory Loan of last Febru- 
ary produced a total of $845 millions cash 
subscriptions from nearly 1,700,000 sub- 
scribers. Translated into terms of U. S. 
income and U. S. population, these results 
could be compared to an American loan 
yielding $13 billions cash and 20,000,000 
subscribers. 

The real savings that the government de- 
sires must come in relatively small amounts 
but in tremendous totals from the great 
mass of the population—Graham F. Tow- 
ers, Chairman, Bank of Canada, Ottawa, in 
address before Bankers Assn. for Foreign 
Trade, June 1942. 


——$—$<$—_ 9 —_—_—_—— 
Banks May Help Rationing 


It is interesting to note that, following 
the item in our May issue (page 454) ex- 
plaining how British banks are assisting in 
the administration of the rationing system 
in that country, word comes from Washing- 
ton that American banks may be called 
upon to take an important part in carrying 
out the details of the rationing program 
which is expected to be extended in the near 
future. Under plans now being studied, the 
coupons would be turned in to the banks 
which would then pass them on to checking 
and enforcement offices of the Government. 


In the Nation’s Capital 
THE RIGGS NATIONAL BANK 


RESOURCES 
OVER $170,000,000 


ESTABLISHED 
1836 


COMPLETE BANKING AND TRUST SERVICE 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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Foreign War Economy 


BRITISH HOURS OF WORK — The 
Labor Ministry decreed minimum working 
weeks of fifty-two hours in industries and 
forty-six in offices, with maximum annual 
vacations of two weeks. The acceptance 
of the specified hours would be a determin- 
ing factor in granting deferments from 
military service and authorizing employ- 
ment of available labor. “Henceforth, if a 
plant is not working its staff fifty-two hours 
weekly, it may be required to show why 
some of its people should not be put to work 
somewhere else. If it is giving over a fort- 
night vacation, the Ministry may decide it 
could spare some workers.” 


NEW ZEALAND CONTROL OF AB- 
SENTEEISM — To reduce industrial absen- 
teeism, workers and management are to be 
subject to penalties. Workers must fur- 
nish excuses if they are absent from their 
jobs. In the event of persistent lateness 
in reporting for work, they may be fined 
two days’ pay, the fines to be turned over 
to the war fund. 


GASOLINE IN SWEDEN — First grade 
gasoline retailed in Stockholm, Sweden, at 
67% cents a gallon in April. It was sold 
only for industrial use and to holders of a 
license issued by the Fuel Commission. A 
blend of 75 percent gasoline and 25 percent 
alcohol having anti-knock properties used 
exclusively to start motor vehicles powered 
by small gas generators, retailed at about 
84 cents a gallon. Kerosene in tins retailed 
at between 47 and 48 cents and could be 
purchased only by persons holding license 
cards. 


BRITISH FUEL RATIONING — Ration- 
ing of coal, coke and fuel was scheduled to 
begin July 1, with each person receiving 
840 pounds of coal a year. Rationing of 
electricity was to start with the first quar- 
ter meter reading after September 1. A 
special additional coal allowance was also 
made for each household. Household coal 
rations were based on a formula which in- 
cluded the locality and the number of rooms 
and residents. Opposition in the House of 
Commons has resulted in the temporary 
abandonment of the scheme. 

The coal industry will be organized as a 
national service. A national coal board is 
to be established, with a controller in each 
region, advised by a regional board. The 
government has also decided not to with- 
draw any more men from the army to mine 
coal; men may be sent to the mines instead 


of to the army when not needed in their 
present work. 


CUBAN CONTROL MEASURES — An 
Office of Price Regulation and Supply has 
been established to stabilize prices of basic 
products, eliminate excess prices of a spec- 
ulative nature, and prevent hoarding, or 
other illicit practice occasioned by scarcity 
of products. The office is to stop abnormal 
increases of rents and arrange for the equit- 
able distribution of essential products. 
Stimulation of industrial production, es- 
pecially products deemed necessary for na- 
tional defense, will be undertaken by the 
new office. Minimum wages for Cuban 
labor have been established because the cost 
of living has been increasing sharply as a 
result of the war. Gasoline has been ra- 
tioned. Filling station operators may re- 
fuse to sell gasoline to persons who are 
not regular clients and are authorized to en- 
list assistance of the police. Hours until 
midday are reserved for supplying vehicles 
of public service companies, including “for 
hire” vehicles, vehicles of industrial, com- 
mercial and agricultural organizations. 
Private vehicles and other vehicles are ser- 
viced from noon until closing. Certain gar- 
ages have been designated to supply physi- 
cians. The diplomatic corps will be sup- 
plied at the Automobile Club of Cuba. Ad- 
ditional sales for vehicles in which the tank 
contains a quantity of fuel amounting to 
one-half of its capacity is prohibited. 


OTHER. DEVELOPMENTS 


Great Britain has curtailed the produc- 
tion of civilian footwear to about 50% of 
the pre-war output. 

Egyptian newspapers and magazines have 
been curtailed in size. Advertising con- 
tracts in publications which have had the 
number of pages reduced may be cancelled 
by the advertiser. 

Honduras has limited retailers’ profits on 
imported goods to 20% to curb further in- 
creases in the cost of living. 

It is estimated that more than 50,000 
non-food shops have already been closed 
down and that the curtailment of supplies 
and scarcity of personnel will result in a 
doubling of this total. 

New Zealand’s war budget for the fiscal 
year 1942-43 calls for expenditures of £133,- 
000,000 or 60% of the national income last 
year. Taxes are to be increased on cigar- 
ettes, beer and wines. Income taxes are to 
rise to 90% on incomes in excess of $12,000. 
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National Use for Savings 


Mortgage Banks and Other Economic Services of Financial Institutions 


LOUIS H. PINK 
Superintendent of Insurance, State of New York 


HIS is probably the first war in 
which economists, industrial leaders 
and business administrators are more 
important than admirals and generals. 
It is no longer primarily a contest of 
skill in which one armed force beats an- 
other by its tactical skill or its bravery. 
In a war of economics and machines 
we who are in insurance and banking 
play an important though not a spectac- 
ular part. We are essential—far more 
so than is generally understood—in pro- 
tecting and preserving the savings of 
the public. Civilians will submit to any 
curtailment which is necessary without 
even a grumble. But is there not a tend- 
ency today to lop off some things which 
perhaps do not have to be lopped off? In 
cities such as New York where there are 
few war industries there will soon be a 
serious unemployment problem and we 
may have to go back to relief unless idle 
man power and idle machines not usable 
in the war effort are given something 
to do. Then, too, the production of such 
civilian goods as is possible will have an 
effect in slowing down inflation. The 
after-effects of a serious inflation would 
be more dangerous to our economy and 
to our form of government than the war 
itself. Our function and purpose in war 
is rather to pour oil on the machinery, to 
keep it cool and workable. 


Investment and Mortgage Banks 


Our business is to siphon all of the 
wealth which we can into the war effort 


From address ‘‘Wider Vistas in Finance” be- 
fore the National Association of Mutual Savings 
Banks, May 1942. 


and yet no sound economist would sug- 
gest that even in the midst of war the 
investments of the banks and insurance 
companies be confined entirely to govern- 
ment bonds. The strength both of our 
life companies and of our banks lies in . 
a wisely and widely diversified range of 
investments. Even before the war came 
our sources of sound investment had been 
considerably dried up by lack of private 
initiative in creating new enterprise and 
by government competition in real estate 
and industrial financing. 

The investment bankers upon whose 
shoulders falls the primary duty of equit- 
able distribution had failed to exert any 
notable leadership. Private purchase 
and competitive sale came into use. 
These methods not only made for the 
elimination of the investment banker but 
tended to concentrate the flow of avail- 
able securities into the hands of the 
larger and more powerful purchasers. 
There was a feeling on the part of some 
of the medium sized and smaller life 
companies, banks and educational insti- 
tutions that they were not getting their 
fair share. This situation has been 
substantially improved, and not by law 
or edict of government, but by the vol- 
untary efforts of buyers, sellers and in- 
vestment bankers, to distribute such 
issues as there are more equitably to 
both large and small. 

We must have faith that the scarcity 
of investments and the sick real estate 
market produced by the depression years 
will not always continue. After the war 
there is every indication of a revival of 
trade, business and enterprise as well as 
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the danger of another serious depression 
if prompt and adequate measures are not 
taken. Real estate and mortgages are 
primarily a local problem and should be 
handled largely by local institutions. 
We have tried for many years to enact 
a statute in this state permitting the 
creation of mortgage banks. Both the 
Banking Department and the Insurance 
Department favored it. Its failure to 
pass is in my opinion due mainly to the 
quiet opposition of some of the savings 
banks and the open opposition of the 
building and loan associations. 


Old Faults Eliminated 


When times are prosperous there 
should be a method of distributing mort- 
gages to the public as well as to the 
savings banks and life insurance com- 
panies. Those who have money to in- 
vest above $7,500, the deposit limit of 
a bank, should have some safe means 
for investing in mortgages. In the days 
of the title and mortgage companies 
some 30% of the mortgages sold came 
into the hands of small investors. 


Mortgage banks have worked suc- 
cessfully for many years in most of the 
countries of Europe and South America. 
By providing that the debentures sold 
by mortgage banks must be a charge 
against all of the assets of the institu- 
tion, by limiting the amount of securi- 
ties which a mortgage bank may issue 
to a reasonable ratio of the capital and 
surplus, and by limiting the investments 
to those types of properties which are 
productive and sound, many of the faults 
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of the old mortgage companies are elim- 
inated. 

The securities are sold through the 
exchanges and provide liquidity for 
mortgage funds. This is another great 
advantage over the guaranteed mort- 
gage. 

Banks of necessity must look around 
for essential and important things to do 
which are related to their primary pur- 
pose. Through the central organizations 
which the savings banks have, it is pos- 
sible to establish a mortgage bank which 
would serve not only the savings banks 
themselves but the life companies and 
would also provide a market place for 
mortgage investments for the general 
public. If the savings banks are pre- 
pared to organize and operate mortgage 
banks the necessary legislation can be 
secured without difficulty. 


Social Usefulness Demanded 


The life insurance companies and the 
savings banks have become the deposi- 
tories of most of the savings of the 
nation. The tendency is more and more 
for the average person to entrust all his 
savings to these institutions. While 
operated as private institutions they 
must be responsive to the increasing de- 
mands that the wealth of the people be 
invested so far as possible in things 
which are socially useful. Large areas 
of our cities are now liabilities instead 
of assets. No adequate efforts have 
been made to modernize them and make 
them liveable and financially sound. 

We have just passed through the legis- 
lature of this state a bill making possible 
much closer cooperation between the life 
companies and the cities in replanning 
and rebuilding large areas. Savings 
banks were eliminated only because it 
was impossible to get the bill through 
as it stood. If the measure proves to 
be sound there should be no difficulty in 
extending the privilege in the near 
future. 

We are pretty much agreed that this 
war is fought in vain if it does not lead 
to close cooperation between the nations 
of the world. Political developments, 
important as they are, are secondary to 
the economic structure and plans. 
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The Effects of War Debts 


JOHN J. ROWE 
President, The Fifth Third Union Trust Company, Cincinnati 


T has been stated by many people that a 

national debt is a public blessing, that 
an internal debt of the Government, so long 
as none of it is due to people not subjects 
of the Government, is unimportant, and 
that there is practically no limit to the 
size of debt which may be built up. 

If one-tenth of the population of a coun- 
try owns all of the bonds of its Government, 
and the total debt becomes insurmountable, 
it would be conceivable that the owners of 
the bonds looking upon themselves as hold- 
ers of a first mortgage on every bit of 
property in this country, would foreclose, 
and the country would suddenly find that 
10% of the population owned everything 
and that the other 90% were working for 
them. 

But, starting with the repeal of laws 
which made it possible to imprison debtors, 
we have traveled down the roadway (ap- 
parently opened up due to misuse of power 
by a few) to a line of thought today which 
believes that the employee, regardless of his 
contribution in real effort, has vested 
rights in the business which has employed 
him and maintained him for years; that the 
occupant of a farm who has done little to 
reduce or pay off the mortgage, has allowed 
the farm to deteriorate, whether due to 
causes beyond his control, or a succession 
of crop failures, or sheer laziness, now has 
a legal right to remain on the property 
and buy it in, based upon an appraisal made 
by his neighbors, without any regard what- 
soever as to the size of the mortgage. 

Intertwined with our present and future 
credit structure is the public attitude to- 
wards what are and are not proper Govern- 
mental functions; whether there are or are 
not fundamental rights of property owners, 
and what are the rights of labor. 

Since 1929, we have witnessed a colossal 
liquidation of private and corporate debt, a 
practical standstill in State and Municipal 
debt, and a mounting Federal debt. 

Everyone of us, individual or corporation, 
will owe our share of the Government debt, 
when the war is over. No thinking person 
or corporation with a debt of this kind 


From address before The National Association 
of Credit Men at Cincinnati, and Indiana Bankers 
Association, May 1942. 


piling up on them will undertake any addi- 
tional debt, if he can avoid it, except for 
purchase of inventories in the process of 
manufacture to be turned over quickly. In- 
evitably Government securities will increase 
in bank assets, and loans trend downward. 
It is my opinion that the great hope for 
the future lies in following the pattern that 
when Federal debts mount, private debts 
go down, and when Federal debts decline, 
private confidence is restored, and private 
debts will rise. Facts do not support the 
opinion that low money rates are the result 
of Governmental management. Historical- 
ly, money becomes easy during every period 
of liquidation of private debts following a 
financial crisis, and money rates trend lower 
in old settled communities and countries. 
Too many of us are shaking our heads 
and forecasting financial gloom when we 
do not know our strength. After war and 
catastrophe, the human desire to rebuild 
and go forward has been evidenced over the 
ages as in this country after the Civil 
War; the very magnitude of this present 
upheaval will bring and develop leadership. 


a 


The Peace 


“We shall not awake from this nightmare 
and find that there is waiting for us the 
old world that we know ... It is only when 
the war is over, that we shall begin to make 
peace. We did not make peace last time. 
How shall we make it now? 

“The world after the war will be a still 
smaller place. There will be no room for 
isolation, no room for selfish policies, or 
unneighborly policies. There will be but 
one village street from Edinburgh to 
Chungking. 

“You will never have peace on this earth 
unless you have an economic system in 
which men and women who are willing to 
work are able to work and find the reward 
of their labors. 

“Upon the United Nations must fall the 
main burden for the maintenance of peace 
and the main responsibility for the economic 
reconstructions of the world after the war.” 

Rt. Hon. Anthony Eden, British Secretary of 


State for Foreign Affairs, at Edinburgh, May 8, 
1942. 
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The Price Ceiling and Taxation 


PAUL HAENSEL 
Professor, Northwestern University, Evanston, III. 


ITH the recent adoption of the price 
ceiling the problem of taxation must 
be reconsidered. In substance, the govern- 
ment clings to its fundamental principle of 
tax policy, namely, of basing practically all 
war taxation on a heavy increase of the 
income tax from individuals and corpor- 
ations. 

This policy has two basic faults: (1) The 
additional revenue is absolutely inadequate 
for the tremendous war budget; and (2) 
there is very little anti-inflationary influ- 
ence in a highly progressive income tax. 

The price ceiling is aimed primarily at 
keeping the cost of living at a low level. 
The danger is that stabilized cost of living 
invites the present amount of spending and 
does nothing to reduce it. 

To keep prices artificially down is a tre- 
mendously difficult task. If it results in a 
considerable decrease of production it may 
have grave consequences. We may have 
low prices but sometimes no merchandise on 
the shelves. 


In order to be sufficiently successful the 
low-cost-of-living policy needs a very skill- 
ful fiscal policy: it must strongly counter- 
act the gap and bottleneck between the in- 
creased money resources of the population 
—chiefly in form of wages—and the reduced 
amount of consumers’ goods available. 

Without a very broad tax base no Price 
Administrator will be able to keep the cost 
of living low and there might even develop 
the worst kind of speculation, bootlegging 
in common goods on the restricted price list 
and petty profiteering. 


Sales Tax Needed 


The low-cost-of-living policy requires the 
most natural, under the existing war condi- 
tions, tax of a sales tax type: the pressure 
must be placed on a reducing consumption 
possibilities. The most important aim in 
our tax policy nrust be the reduction of the 
general purchasing capacity of the popula- 
tion, particularly with reference to common 
goods. 

A sales tax may go far in this direction 
without inflicting serious hardships. Those 


Reprinted in part, with permission, from the 
June 1942 issue of Taxes—The Tax Magazine. 
Copyrighted. 


whose dollar income is to be curtailed by 
increased taxation will have in the price 
ceiling a guarantee that their real income 
will not be further impaired by price in- 
creases. The pyramided sales tax or, what 
I prefer to call the temporary turnover tax, 
is the most natural to adopt in the system 
of price ceiling as proclaimed by our govern- 
ment. 


A high retailers’ sales tax of 10 per cent 
as proposed by the Chamber of Commerce 
of the United States, is less suitable for the 
general framework of the adopted price 
ceiling technique. Instead we should adopt 
a 2 per cent pyramided sales tax which 
would yield not much less. 


Plan in Operation 


The sale of commodities for which a max- 
imum price is prescribed shall be taxed as 
follows: Retailers pay a 2 per cent tax on 
the total amount of sales of such commod- 
ities. They are permitted to charge the 
amount of tax to the individual purchasers 
as a “Federal 2 per cent Turnover Tax.” 

Producers, manufacturers and _ whole- 
salers must pay the 2 per cent federal tax 
on all their sales, but should not be per- 
mitted to add this item to the maximum 
prices established for any commodity or to 
charge it separately. In general, the whole- 
sale prices as they prevailed in the base 
period (March, 1942) in many cases have 
outrun the retail prices and therefore this 
rule will not inflict too great a hardship on 
the wholesaler or manufacturer. There will 
be a “roll-back” of price, as the Administra- 
tor calls it, when readjusting the margin 
between retail and wholesale prices with the 
added amount of tax. 


In such branches of trade and industry 
where the margin was not sufficient and 
undue hardship may be inflicted through the 
compulsory absorption of the tax, the Tax 
Administrator should permit the necessary 
adjustment. In this case a general rise of 
the price commensurate with the shifted 
(pyramided) burden of the tax may be per- 
mitted (evidently not over 5 per cent of 
retail price or not over 2 per cent on all 
or some stages of the commodity’s passing 
from producer to retailer) with the pro- 
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vision that the retailer is not entitled to 
charge as a separate item more than the 
regular 2 per cent tax which he will have 
to pay to the Treasury himself on his own 
turnover. 


The collection of the pyramided sales tax 
at a comparatively low rate will not present 
great technical difficulties. With the system 
of Price Regulation, as adopted now, it will 
even be facilitated. The whole staff of the 
Office of Price Administration supervising 
the price structure and the Treasury staff 
together with the state inspectors where 
a state sales tax is collected, may mean a 
powerful apparatus to combat evasion. 


The Treasury cannot afford to lose any 
amount in the total revenue collected from 
excises. The yield from the gasoline tax 
must even be increased and I do not see 
any reason why in the interest of saving 
tires alone a 10-cent per gallon federal tax 
should not be introduced. Tobacco must 
yield much more and a system of graduated 
tax on cigarettes is advisable. The prices 
on cigarettes (now under price ceiling) will 
rise and the population will understand its 
war tax implications. Stamp taxes should 
be increased or developed (on checks, re- 
ceipts, etc.). A simplified system of ration- 
ing combined with an excise tax may be 
introduced, viz.: customers must choose in 
their locality a definite grocery where they 
intend to buy coffee and tea. Each purchase 
must be entered into a register at the groc- 
ery, the customer paying a 5 or 10 cents 
per pound sales tax for coffee and tea re- 
spectively. Postage or saving stamps must 
be affixed in the register for controlling 
purposes and advance payment. The return 
of containers, as in the case of tin tubes or 
worn out articles, (woolen clothes, galoshes, 
etc.) may be prescribed at each purchase. 


Compulsory Savings 


Taxation alone will not be sufficient. The 
population must save in addition and save 
more and more so long as the war lasts. 
We should proclaim a universal compul- 
sory subscription to the government bonds. 

Any sale, any payment, any transaction 
should be accompanied by a 10 per cent com- 
pulsory purchase of defense (war) savings 
bonds or stamps. In the ordinary sales at 
any shop the savings stamps would be 
paid for and affixed on privately manufac- 
tured or officially prepared forms or ordin- 
ary sheets and cancelled with the signature 
or the seal of the retailer. A compulsory 
10 per cent should be extended to all trans- 
actions, rent payments, doctor, attorney and 
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other professional fees, annuities, gifts, 
hotel bills, public utility charges, and whole- 
sale and manufacturing sales, etc. 

In cases of some hardship any subscriber 
could apply for repayment on presenting 
the necessary proof of need. Holders of 
life insurance policies should be permitted 
to pay their premium with compulsorily ac- 
quired bonds. Ninety per cent of the value 
of subscription may be accepted as collater- 
al for bank loans. 


This compulsory subscription would. not 
interfere with the voluntary subscription 
to war savings bonds because the latter will 
retain the privilege of redemption at all 
times whereas the compulsorily subscribed 
bonds naturally will be withheld from re- 
demption until maturity. 


Any success of the voluntary drive should 
not mislead us: the salutary anti-inflation- 
ary effect will be achieved only when the 
savings correspond to the amount of the 
individual’s spending, or else it will have 
just as little anti-inflationary influence as 
taxing high incomes. Compulsory savings 
according to income (and not according to 
spending) is not sufficiently anti-inflation- 
ary. Compulsory savings according to 
spending plus a sales tax will be the best 
solution. 


Missouri’s 
Largest Fiduciary 


This company engages only 
in the trust business. It does 
no banking business. It ac- 
cepts no deposits. 

It administers more trust 
property than any other Mis- 
souri financial institution. 
Itis the oldest trust com- 
pany in Missouri. 

For ancillary service in 
Missouri or Southwestern 
Illinois consult 


ST. LOUIS UNION 
TRUST COMPANY 


ST. LOUIS, MISSOURI 


Affiliated with the First National Bank 
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The Fight Against Inflation in Total War 


ANTONIN BASCH 


HE difficulties of preventing inflation 
increase as the war proceeds. In the 
first years the existing stocks and inventor- 
ies can be used. This plus the failure to 
replace depreciated machinery for a time 
eases the pressure on civilian consumption. 
With all idle capacity and labor employed, 
a further increase in war demands can be 
supplied only by an equivalent reduction of 
civilian production. To avoid inflationary 
prices rises, the stream of spending power 
must be synchronized both in time and in 
volume with the stream of available con- 
sumer goods. 


Germany entered the war with her econ- 
omy highly organized along the lines of 
the pre-war armed economy. The general 
price and wage levels were frozen by the 
wage and price stop order of November, 
1936; a profit-stop order was decreed in 
November, 1940. The aim was a complete 
stabilization of the level of prices. A com- 
prehensive rationing system, introduced 


just before the outbreak of war and contin- 


ually expanded, would, according to the 
opinion of German experts, limit automat- 
ically the volume of civilian expenditures; 
the remainder of the individual’s income 
would be absorbed by taxes or by direct and 
indirect government borrowing. 

To understand Germany’s relative success 
in preventing inflation up to the present 
time we must take into consideration the 
important factor of conquests and supplies 
from occupied countries. The importance 
of such supplies in fighting inflation derives 
from the fact that the new supplies do not 
generate new monetary incomes, as their 
production in Germany would do. The 
goods were appropriated in various ways: 
by out-and-out conquest, by levying regular 
contributions in occupied countries used for 
purchase of goods in these countries, by ex- 
porting under clearing agreements with the 
exchange ratio favorable to Germany or by 
purchases by German soldiers in special 
occupation money. 

But the conquest has been consumed, 
stocks in the occupied areas have been ex- 
hausted and contributions in kind will not 
increase to match the increased military 
need, despite all pressure exerted. There is 


From The Quarterly Review of Commerce, Vol. 
IX., No. 2, 1942. 


a maximum limit to the ratio between total 
purchasing power diverted to the state and 
the total national income. 


Effective demand is steadily increasing 
and must be diverted, if an uncontrolled 
inflation is to be prevented. The United 
States can learn from the experience of 
other countries that inflation can be con- 
trolled adequately only on the basis of a 
comprehensive, national policy, including 
not only a resolute financial and monetary 
poiley, but also a definite national price and 
wage policy. Those who overestimate the 
country’s resources and underestimate the 
impact of total war still think that a gen- 
eral expansion of production will suffice. 
But even the system of selective instead of 
comprehensive price control will not be ade- 
quate. The adherents of a selective price 
control suggest that surplus purchasing 
power be diverted to luxuries, even though 
the price of those articles rises. They fail 
to realize that such purchasing power does 
not disappear from the market; it merely 
changes hands. 


On the other hand, the United States is 
undoubtedly in a superior position with re- 
gard to potential expansion of production 
of food and of many other commodities, if 
various bottlenecks can be overcome and the 
labor problem solved. Less than any other 
economy, could or should the United States 
be subjected to inflexible regimentation. In- 
flation and a price rise can be controlled 
without taking such extreme measures— 
but a comprehensive anti-inflationary pro- 
gram must not be further delayed. 

Various measures, including even a sys- 
tem of a deferred payment of wages, salar- 
ies and other incomes, may be used, as well 
as an equalization policy with subsidies to 
keep down the price of important consumer 
goods. The democratic powers, with their 
larger economic resources and greater po- 
tentialities, have a better chance in the fight 
against inflation. The whole trend is now 
moving in the direction of pooling the re- 
sources of the United States, Great Britain 
and the British Dominions. Since the pre- 
venting of uncontrolled inflation is extreme- 
ly important for achieving an efficient war 
economy, a common anti-inflationary policy 
should form a part of the common economic 
strategy. 
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War Finance Policy 


MURRAY SHIELDS 
Economist, Irving Trust Company, New York City 


ARTIME fiscal policies should be 
adopted which would minimize cer- 
tain known and unnecessary risks, such as: 


(a) The risk of amassing a huge debt 
and heavy service charges, of accumulating 
too large a volume of obligations payable 
upon demand, or of increasing the floating 
debt to a point where refunding is a diffi- 
cult problem. 


(b) The risk that money and banking 
policies will have to be geared to fiscal 
necessities and that the monetary control 
authorities will be forced to disregard other 
important considerations. If the debt is 
large and if a significant part of it is held 
by banks and other savings institutions, the 
authorities may be under considerable pres- 
sure to adjust their policies so as to prevent 
the market prices of government obliga- 
tions from declining. Their objectives should 
be much broader than that; their guides 
should comprise the whole range of economic 
statistics, including prices, production, 
wages, inventories, foreign trade, etc. They 
should be placed in a position where they 
will be free and able to put the brakes on 
an incipient boom before it does irrepar- 
able damage, or to relax the controls in 
order to prevent a business decline from 
entering a vicious spiral of deflation. 


(c) The risk that exhaustion of borrow- 
ing power in the early stages of the war 
will force resort to directly inflationary 
devices in the later years of a long war or 
will prevent the adoption in the post-war 
period of a program of public works ex- 
penditures to cushion the adjustment to 
peacetime activities. 


Balance of Taxation and Borrowing 


How shall we estimate what portion of 
the cost of this war should be met from tax 
receipts and what portion should be met 
from the sale of securities. As a first step 
we can compute roughly the volume of se- 
curities which can appropriately be ab- 
sorbed for various essential purposes. Cer- 
tainly, any money needed over and above 
those amounts should be supplied by taxes. 
The approximate estimates which follow 
are submitted only in the hope that they 
will stimulate discussion. 


(billions of dollars) 


Commercial Banks 

Federal Reserve Banks 

Savings Banks 3 
Life Inserance Cos. — yA 
Social Security Funds 

FDIC & Other Govt. Agencies 
Trustees, Foundations, ete. _._____. 
Individuals 

Corporations 


The total amount of securities which, 
therefore, the Treasury can justifiably sup- 
ply to the market is about $25 billions per 
annum. This would still leave many billions 
of funds which must be obtained from taxes 
if the dangers enumerated are to be avoided. 

But how can $20 billions or $30 billions 
of additional taxes be raised? If it is to be 
done, we shall have to stop arguing about 
the merits of particular taxes and resign 
ourselves to the use of about every kind of 
levy we can devise, as no single tax which 
will yield the large amounts needed can 
fail to do serious damage to the economy. 


Types of Levies 


The specific levies which seem to me 
best to meet the necessities of our present 
situation are: 


1. A war retail sales tax of 5 per cent 
on everything sold at retail except food 
sales for consumption at home. Such a tax 
would be in addition to present taxes on 
the long list of goods now subject to excise 
taxes. 

2. A war income tax of 5 per cent col- 
lected monthly on all income payments cov- 
ering wages, dividends, taxable interest, 
etc., with no exemptions, the tax to be col- 
lected at the source and not deductible from 
present taxes. 

3. War increase-in-income tax. The peo- 
ple who can pay taxes with the least disad- 
vantage to themselves and to the commun- 
ity as a whole are those who have had 
sharp increases in their incomes. It would 
be a mistake to tax away all of the in- 
creases in income for people must be given 
an incentive to do more work and not as- 
sessed a penalty for greater productive 
effort. The sort of tax which would best 
meet these conditions is one which would ex- 
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empt all increases in income which bring 
total income for the year to $1,500, or less, 
and would apply a graduated scale for in- 
creases which brought incomes above that 
level. It probably would be wise to use 
1940 instead of 1941 as a base, for by 1941 
the inflation of incomes had already gotten 
under way. A tax of 20 per cent on all in- 
creases in income from 1940 to 1942 which 
amount to $1,000 or less, and which increase 
income to a point above $1,500; of 33% per 
cent on all increases in income of $1,500 to 
$2,500, and of 50 per cent on all increases 
in income larger than $2,500 would force no 
one to reduce his standard of living, and 
should yield the Treasury $10 to $12 bil- 
lions per annum. 


4. A war tax on corporations. A special 
war surtax on corporation income of 15 or 
20 per cent would be more defensible than 
the much higher rates contemplated by Mr. 
Morgenthau. 


These taxes in the aggregate should yield 
$20 billions to $30 billions per year over 
and above the yield from present taxes. 


The tax and bond programs I have sketch- 
ed out roughly will not eliminate the infla- 
tion gap, but it should hold that gap to 
modest proportions. It will not stop all ad- 
ditions to the money supply, but it should 
limit them to manageable size. It would not 
halt the process of inducing newly created 
funds into the income stream, but the 
amounts would not be large enough to do 
violence to the price level. It will neither 
solve all of our fiscal problems nor meet 
all of the necessities listed earlier in this 
analysis. But it or some similar program 
should enable the Treasury to finance the 
war without facing the necessity of taking 
overly drastic steps to hold the rise in com- 
modity prices within the bounds of reason 
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without loading the nation with a burden 
of debt so high that post-war adjustments 
will be made more difficult than they need 
be. 


From address before National Association Mu- 
tual Savings Banks, May, 1942. 


Arnold Holds Bright Future 
for Private Enterprise 


This War Will Save PRIVATE ENTER- 
PRISE according to the enigmatic Assistant 
Attorney General, Thurman Arnold. Tak- 
ing issue with the apostles of “inevitable 
depression” after the war, Mr. Arnold 
makes a scholarly, hard-hitting rebuttal to 
show why, with the competitive system re- 
born both within industries and between 
them through substitute materials, “the 
war is going to free the production of the 
necessities from the paralysis of a policy 
of stabilization, high cost and low turn- 
over.” This and more ¢omfort to those 
who fear a collapse or managerial revolu- 
tion, in the Saturday Evening Post of May 
30th. 


Attributing the present scramble for 
power and money by labor and farmer to 
fears of “surplus” of farm and metal goods 
and consequent depression, Mr. Arnold cites 
the potential savings in distribution that 
will assure better value for the consumers’ 
dollar, and makes a telling point in hold- 
ing largely responsible those top-kicks in in- 
dustry who had exhausted themselves get- 
ting there and would freeze progress by 
monopoly. It is to be hoped that Mr. 
Arnold will further develop his analysis of 
distribution potentialities, taking up from 
these extremely interesting grounds. 
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Corporate Accountability and “Bigness” 
Editorial 


IGNESS, which has often been a major objective and result of cor- 

porate life, has brought with it some special problems, of which 
perhaps the most timely and most neglected is public accounting. Re- 
cording of internal operations (inter-departmental, product or service) 
has been thoroughly developed for the purposes of management. That 
is as far as the need goes for a small, closely held corporation. But the 
large, publicly-owned company, whether industrial, utility, bank or 
other, has two equally necessary accountings to render. 

The first of these—to the stockholders—has all too often lacked clarity or 
completeness and has bred more confusion than confidence on the part of lay 
owners and even institutional investors. Many annual reports, especially those 
of certain utility and oil holding companies, were masterpieces of complexity if 
not of evasion. A few managements—generally industrial and a few trust com- 
panies and banks—have really taken the stockholder into their confidence. But 
too frequently any accounting rendered was made apathetically or grudgingly, 
with the seeming objective of keeping all but the managerial clique in the dark, 
or gilding the wilted lily. Other executives simply failed to revise the forms 
and formalities to keep abreast of increased size and variety of operations, and 
picture them accurately by figure, word and picture. 

This has accelerated the idea that there is a necessary difference of interest, 
creating a gap between the owner and the manager, and lends credence to criti- 
cism of bigness and of public distribution of securities. 


VEN more dangerous to the system of private enterprise, especially to the 

large corporate units thereof, is the almost incredible lack of public account- 
ancy, or the attempt to make technical tabulations of statistical monstrosities 
serve as a report to employees, consumers and the public generally. After all, 
every corporation holds its charter to do business only, in the final analysis, 
as a grant of power from the public, and, whether it bears a distant termin- 
ation date or not, revocable at public will. 

Financial reporters, economists and government officials fully recognize the 
popular interest in business affairs, particularly those of the “billion-dollar 
babies”, and for lack of truly representative and descriptive figures and facts, 
are forced to rely on financial totals. Result: when a corporation announces its 
profits as so many millions and cites an increase of so much, it is begging for the 
tax ax. The public doesn’t go to any more trouble than the company officials or 
news reporters do to break it down by the number of owners, or in terms of how 
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much plant and tool were needed to produce this wealth. Today, instead of re- 
porting to the public that the BIG COMPANY, INC. made a profit of only $88.32 
per $30,000 tank produced, or that 41,000 stockholders will receive a dividend of 
75c a share on the investment of their savings, we are treated to round numbers 
in misleading headlines which announce, with an implication of villainy: HUGE 
PROFITS BY BIG CO.—WAR ORDERS INCREASE INCOME $6 MILLIONS; 
and so on. The general impression of profiteering may arise from failure to 
distinguish between net and gross income and profit. Comparisons of wage, 
dividend and tax payments would be useful. 

There is a lot of complaint about lack of understandable and accurate reports 
on governmental expenditures and financial condition. Who can better set the 
pace and example than private enterprise itself? For if the bigness is not broken 
down into terms understandable by the man on the street it may be broken down 
structurally by legislation, forced by mystified, then suspicious, then antagonistic 
public opinion, uninformed or misinformed as they have been. 

In the field of wealth, the same holds true; insurance companies have so far 
received the butt of the attack on so-called ‘‘concentrated wealth,” while trustees 
and savings banks have been targets of sometimes well-meaning, but more often 
misdirected criticism as repositories of “stagnant” savings funds. Inheritances 
are an irresistable and vulnerable spot for tax arrows, perhaps because they are 
thought of in terms of total dollars, rather than of individual beneficiaries 
thereby kept off public charity or dependence. Accountancy can give a trans- 
lation of business in readily visible terms, broken down into human units in- 
stead of inhuman totals; and the press can carry the annual public report to 
mutual advantage. There is the real sales job of Private Enterprise and per- 
haps one essential means of keeping a proper bridle on the horse-power of 
mass production. 


Restorative Power of Labor vs. Capital 


VERY few days another cry 

arises for a “capital levy.” Actu- 
ally, we are having a three-cornered 
capital levy—and a heavy one—right 
now: First, many — unemployable 
and other—must invade their capital 
(savings) because the small invest- 
ment return is insufficient to live on; 
then taxation takes up to 79% of 
inheritances; finally, price inflation 
is forcing further liquidation of cap- 
ital funds to maintain the decent liv- 
ing which was the reason the capital 
was accumulated. 

The terrific importance of this trans- 
fer from private to government hands of 
the property rights involved in these cap- 
ital liquidations is overlooked; whether 
carelessly or intentionally is beside the 
point for this discussion. 

While condoning an absolutely inex- 
cusable and slovenly system of relief 
which encourages idleness by imposing 
practically no obligations upon recipients, 


the public is inconsistently intolerant of 
those who live from any substantial in- 
come of private wealth. It would seem 
a good idea to show them the foolishness 
of this position, for the provider of in- 
surance, savings or trust funds for his 
family has done the public a service in 
having built up a fund of spending 
money instead of leaving dependents to 
be cared for at their expense. 


What the Reformation School of econ- 
omists do not appreciate is the inability 
of savings to restore itself as present 
labor can do, and except as present labor 
recognizes the usefulness of the tools 
provided by capital by giving them a 
fair share of the receipts. Before the 
war is over we may find circumstances 
such as the following: 


Family A (father, invalided mother 
and minor child) had saved $15,000 from 
the father’s past labor. When the father 
dies they find about $10,000 of this left 
after taxes, debts and other expenses). 
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At 3% interest or regular dividend 
return—total $300 a year—they will 
need to sell perhaps $1700 of their in- 
vested savings to live respectably. So 
the second year they get only $249, and 
as the cost of living has gone up due to 
higher farm prices and labor costs, they 
must liquidate perhaps $2750 of savings. 
After the third year, even if prices did 
not rise one point, they would have to 
spend $2834 to make up, with the $166 
return at 3%, the $3,000 required. Their 
remaining capital would then be $2720 
of the original $10,000. Unless the 
mother is no longer an invalid and can 
find work, or the child is old enough, 
there is no way for this family to avoid 
charity after another year. 


The purpose of the father’s saving, a 
major incentive to his work and labor of 


years past, has failed to fulfill its mis-. 


sion and safeguard his family against 
want and distress. He made his sacri- 
fices years ago, to protect against just 
such times of emergency. Capital Levy? 
That’s insult added to injury, and per- 
haps the final nail on the crucifix of sav- 


Study Common Trust Fund 


Aubrey O. Dooley, assistant trust officer 
of the Hamilton National Bank, has been 
elected Chairman of the Fiduciaries Section 
of the District of Columbia Bankers Asso- 
ciation. He succeeds J. Wesley Clampitt, 
Jr., assistant trust officer of the Union 
Trust Company. Other officers for the en- 
suing year are Earl G. Jonscher, assistant 
trust officer of the American Security & 
Trust Company, Vice-Chairman, and Lester 
A. Lawrence, assistant trust officer of the 
National Savings & Trust Company, Secre- 
tary. 

In reporting on the activities of the Sec- 
tion to the annual meeting of the parent 
association, Mr. Clampitt revealed that the 
Trust Law and Legislation Committee, head- 
ed by Herman G. Lauter, assistant trust 
officer, National Savings and Trust Com- 
pany, had made a study of the common 
trust fund, and recommended continued con- 
sideration by the Section for the purpose 
of determining whether or not enabling 
legislation should be sought in the District 
of Columbia. 
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ings, private capital, and the system of 
free enterprise and work that we are 
supposedly fighting for. What incentive 
is left if you say to a man: “Work 
hard if you will, save so that others can 
build tools for future labor to use, but 
we won’t give you any assurance that fu- 
ture labor will pay you anything for the 
use of those tools, or that we won’t tax 
their ownership away from you.” Why 
save then? Why work hard? Why 
work? Why do anything except mooch? 


Present labor has at least the power 
to create anew but because it has the 
machines and the tools of past labor’s 
saving, it can restore its own wealth 
rapidly. The nation can reattain a high 
degree of prosperity and income and 
wealth—if they work. But who will care 
to work hard enough to build new ma- 
chinery to replace that which wears out? . 
That means savings and investment; or 


. dictatorship. What will happen to the 


families of today’s workers if there are 
no savings, if their capital is not al- 
lowed to restore itself through adequate 
earnings? 


The Proposed Tax Bill 


Among the many changes effected by the 
Ways and Means Committee’s measure are 
the following: 


1. Estate tax exemption raised from 
$40,000 to $60,000 but $40,000 life insurance 
exclusion is removed. 


2. The gift tax exclusion has been re- 
duced to $3,000, but, as with estate tax, the 
rates have not been changed. 


3. Pension trusts, in order to qualify 
for tax benefits, must (A) cover either (1) 
70% or more of all employees with five 
years service, except casual, part-time, and 
seasonal employees, or (2) employees qual- 
ifying under a classification found by the 
Commissioner not to be based on favoritism 
for officers, and (B) provide a non-discrim- 
inatory scale of benefits. 


4. Payments out of income from annuity 
trusts will be taxed to the beneficiary re- 
ceiving them, with a deduction allowed to 
the trustee. 


5. See Henry Koster’s article for some 
additional changes. 
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Next to the Stars and Stripes . . . 


AS PROUD A FLAG AS INDUSTRY CAN FLY 


Signifying 90 percent or More Employee Participation 
in the Pay-Roll Savings Plan 


Ir doesn’t go into the smoke of battle, but wherever you see this flag 

ou know that it spells Victory for our boys on the fighting fronts. 

© everyone, it means that the firm which flies it has attained 90 percent 
or more employee participation in the Pay-Roll Savings Plan . . . that 
their employees are turning a part of their earnings into U. S. Sav- 
ings Bonds regularly, every pay day, with the goal being 10 percent of 
the gross pay roll allotted to Bonds. You don’t need to be engaged 
in war production activity to fly this flag. Any patriotic firm can 


qualify. 


For facts about the Pay-Roll Savings Plan, write Treasury 


Department, Section D, 709 12th Street, NW., Washington, D. C. 


cS MAKE EVERY PAY DAY “BOND DAY” 


— 
Reontaal 


This Space is a Contribution to Victory by 


Inflation Control in Action 


The board of directors of the Security 
Savings & Commercial Bank of Washing- 
ton, D. C., has voted unanimously to put 
all directors’ fees into War Savings Bonds. 
The directors meet semi-monthly and are 
generously paid; the amount put into War 
Savings Bonds will thus be substantial. 
One of the first if not the first bank in the 
country whose directors have taken such 
action, is the First National Bank of 
Greenwich, Conn., in January. 
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Encourages War Bond Purchases 


The Colonial Trust Company of Pitts- 
burgh is using an effective method of en- 
couraging the purchase of war bonds by 
urging its customers who are completing 
or have recently completed instalment pay- 
ments on a personal loan to continue the 
same payments toward buying bonds and 
stamps. President C. A. McClintock’s let- 
ter to them points out what they have been 
able to accomplish by regular monthly de- 
posits. 
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Trust Earnings Improve 


Other Highlights of Pennsylvania Trust Company Meeting 


ECAUSE of the war, trust officers 

“will be called upon to revive old 
skills long since discarded and employees 
will undertake tasks which only a short 
time ago seemed too arduous to be at- 
tempted,” declared J. Regis Walthour, 
chairman of the Trust Company Section, 
Pennsylvania Bankers Association, in 
opening the Section’s annual meeting at 
Atlantic City on May 21. 


“We may be called upon to be of as- 
sistance in many companies in which our 
individual trust estates are interested, 
and for selfish reasons, if for no other, 
experienced trust executives must be pre- 
pared to answer such calls,” said Mr. 
Walthour, who is trust officer of First 
National Bank of Greensburg. “We 
must undertake active service for civilian 
defense, the U.S.O., Red Cross, Y.M.C.A. 
and the secular branches.”’ 


Mr. Walthour then called for the re- 
ports of the various committees of the 
Section, which are summarized below. 


Trust Earnings Improve 


HE third cost survey of Pennsyl- 

vania banks shows a gratifying im- 
provement in the earnings of the twenty- 
three institutions which have been anal- 
yzed for 1938, 1939, and 1940, according 
to the report of the Committee on Cests 
and Charges, of which Robert A. Wilson, 
trust officer of The Pennsylvania Com- 
pany, etc., Philadelphia, is chairman. 
For the first time, the figure for the Per- 
sonal Trust Division is in the black: By 
reducing earnings and expense figures 
to the basis of $1.00, the survey (which 
was again conducted by Lybrand, Ross 
Bros. & Montgomery) shows that for 
each dollar of gross income on personal 
trusts—including fees, commissions and 
earnings on deposits—operating expenses 
amounted to $.979 as compared with 
$1.098 and $1.147 for 1939 and 1938, 
respectively. If earnings on deposits are 
excluded, the figures for the three years 
are $1.068, $1.20 and $1.25, Mr. Wilson 
reported. The Personal Trust Division 


showed a profit of $61,000 as compared 
with losses of $260,000 and $377,000 in 
the previous years. While there is no 
change in the number of banks—ten— 
which indicated net earnings in this divi- 
sion, four of these showed a profit for 
the first time in 1940. 

Fourteen banks—three for the first 
time—reported a profit in the Custodian 
and Personal Agency Division, as com- 
pared with fifteen in 1939. However, 
the composite figure reflects improve- 
ment, the expense figures for the three 
years being $1.13, $1.20, $1.35. Mr. Wil- 
son called attention to the fact that in 
this division negotiation with principals 
for the purpose of fixing fees is less dif- 
ficult than in the Personal Trust Divi- 
sion which now shows a profit, and he 
urged an intensive program for increas- 
ing fees on present business of this type. 

The Estates Division showed an in- 
crease in gross earnings of $295,000. 
With gains of $230,000 in the Personal 
Trust, and $28,000 in the Custodian and 
Personal Agency Divisions, the total in- 
crease amounted to $553,000. By con- 
tinued reduction in expenses, this in- 
crease was carried down to net, so that 
the combined profit totalled $656,000. 

The Committee again urged all banks 
to make a cost analysis of trust opera- 
tions and begin a program of charging 
adequate fees on new business and in- 
creasing substandard rates on existing 
business, citing the success of such a pro- 
gram in Pennsylvania and elsewhere.* 
As to reducing expenses, Mr. Wilson 
pointed out that it is possible to realize 
worthwhile savings and increase effic- 
iency at the same time. 


Campaign for Prudent Investor Rule 


N intensive campaign for adoption 
of the Massachusetts Prudent In- 
vestor Rule was reported by the Commit- 
tee on Trust Investments, whose chair- 
man is Frank G. Sayre, vice president, 


*See Stephenson, ‘Trust Compensation from 
Beneficiary’s Point of View,’’ Nov. 1941 Trusts 
and Estates 536. 
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The Pennsylvania Company, etc., Phil- 
adelphia. A pamphlet describing the 
rule and its advantages over the legal 
list was prepared by the committee and 
distributed to every trust institution in 
the State, with the request that it be 
studied by their officers, solicitors, and 
other persons in the community. A fur- 
ther circularization will be made in the 
fall, particularly among state legislators. 
Effort will also be made to secure the 
cooperation of the bar association. At 
the next meeting of the Trust Company 
Section in December, a draft of an act 
will probably be presented, Mr. Sayre 
said. 


Apart from such legislation, Mr. Sayre 
suggested that banks should recommend 
the inclusion in instruments of full in- 
vestment powers and authority to retain 
original investments. Having selected a 
trustee in whom he has the greatest con- 
fidence, the testator or settlor should give 
the trustee the broadest powers to meet 
the constant changes taking place in the 
investment and business field, Mr. Sayre 
concluded. 


Other Reports 


THER committees reported progress 

on the particular activity in which 
they are now engaged. The Committee 
on Mortgage Investment Funds, of which 
G. Fred Berger, treasurer, Norristown- 
Penn Trust Company, is chairman, is 
completing the material for a Manual on 
Operation of such funds, which will then 
be submitted, at the request of the Board 
of Governors of the Federal Reserve 
System, to the Committee on Common 
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Trust Funds of the A.B.A. Trust Divi- 
sion so that under the latter’s auspices 
the Manual will be equally applicable 
throughout the country. 


Another Manual—for Trust Depart- 
ment Operation—is nearing completion 
under the aegis of the Committee of that 
title headed by Charles A. Schreyer, vice 
president and trust officer, West Branch 
Bank and Trust Company, Williamsport. 


The Committee on Public Relations is 
considering a program for Section mem- 
bers. It is still in the formative stages. 
John Kinneman, Jr., vice president of 
Peoples-Pittsburgh Trust Company, is 
chairman. 


Paul C. Wagner, vice president, Fidel- 
ity-Philadelphia Trust Company, report- 
ed for the Committee on Law of Dece- 
dent’s Estates and Trusts. 


Rather than lower standards of qual- 
ity to improve the yield of trust funds, 
trustees should invest in bonds of longer 
maturities, was the suggestion made by 
Stephen Foster, economic adviser to the 
New York Life Insurance Company, at 
the session on investment policy. 


Three reasons justifying the inclu- 
sion of equities in trust accounts are 
(1) to bolster income; (2) to share in 
growth; and (3) to offset possible de- 
cline in bond values. In setting forth 
these reasons, T. L. Cuyler, 3rd, vice 
president of Berks County Trust Com- 
pany, Reading, declared that the basic 
premise in considering any investments 
at all is that the profit motive will con- 
tinue in a fundamentally capitalistic 

Excerpts from a paper on mortgage 
investments by Herbert O. Frey. vice 
president, The Pennsylvania Company 
will appear in the next issue. 


The newly elected officers of the Trust 
Company Section are: 


Chairman: E. Jack Sitgreaves, exec- 
utive vice president and trust officer, 
Easton Trust Company. 

Vice-chairman: C. L. Keister, vice 
president and trust officer, Dauphin De- 
posit Trust Company, Harrisburg. 

Secretary-Treasurer: Robert U. Frey, 
assistant treasurer, The Pennsylvania 
Company, Philadelphia. 
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Highlights of Connecticut Trust Conference 


QUESTION box period featured the 

Annual Connecticut Trust Conference* 
held in New Haven last month. Presiding 
was Secretary G. Harold Welch, trust offi- 
cer of The New Haven Bank, N.B.A. The 
panel members were E. Gorton Rogers of 
the State Banking Department; Maynard 
T. Hazen, vice president, Hartford National 
Bank and Trust Company; James Cooper 
of the New Haven Bar; and George Macy 
Wheeler, vice president and trust officer, 
First National Bank and Trust Company, 
Bridgeport. The following is a summary 
of some of the answers. 

By Mr. Rogers: At the present time, there 
is no occupational status, either permanent 
or temporary, of trust officials. 

Any temporary trust business which 
might arise from people being called into 
the armed service might well be taken at a 
loss. However, there should be some 
charge, possibly enough to repay the trust 
department for its actual cost. (One bank 
has made a policy of talking to anybody at 
all who has an estate of any size; where 
the estate is too small for it to handle the 
bank tells the customer so but it tries to 
direct him to the proper person or place for 
handling his affairs. This procedure has 
resulted in much good will and business.) 

Very little is being done in the state in 
photographing and storing trust records in 
order to secure them against bombings. 

By Mr. Cooper: The suggestion made at 
the recent Mid-Winter Trust Conference in 
New York, to the effect that recommenda- 
tions of the analysis department be omitted 
from the record where the Trust Committee 
takes a contrary action, is unwise. It 
smacks of suppression of material evidence. 
(In the discussion that followed, members 
of the audience stated that either no sale 
recommendations should issue from the an- 
alysis department, or if they do, the record 
should state the reasons for turning them 
down.) 

Where a first real estate mortgage ap- 
pears in the inventory of an estate with in- 
terest paid three months in advance, it 
should be inventoried at face and the addi- 
tional interest entered as cash on hand, 
rather than be inventoried at face less three 
months’ prepaid interest. (There was a 
difference of opinion among the audience, 
with no definite conclusion reached.) 


*A report of the two addresses delivered at the 
Conference will appear in the next issue. 


Where a will permits the widow-life ten- 
ant to draw an unlimited amount of princi- 
ple, whether the corpus remaining at her 
death is includible in her estate for tax pur- 
poses would seem to depend on what is 
meant by “unlimited amount of principal.” 
If it is for the widow’s comfortable main- 
tenance and support, there would be no tax 
liability. On the other hand, if there is 
complete opportunity for use of the princi- 
pal for any purpose whatsoever, the corpus 
may well be held to be includible in the life 
tenant’s estate. (The ensuing discussion 
pointed out that even an unlimited discre- 
tion in the trustee might be dangerous un- 
less its exercise is to be based upon the rea- 
sonable needs of the beneficiary.) 


The prospect of restoring the annual gift 
tax exclusion to gifts in trust is very re- 
mote. The reason for denying it to trusts 
goes deeper than the question of the family 
with many trusts, which was believed to 
have led to the discrimination. 


By Mr. Hazen: It would be unwise to try 
to cut down, in the interests of economy, the 
review of securities. In these days this is 
one of the most critical parts of trust ad- 
ministration. Putting through entries less 
frequently than daily might also lead to 
trouble. As for sending out bills for extra 
charges, it would irritate a customer to 
have every item charged; he would rather 
have one fee. There ought to be an analysis 
of trust costs in every bank to determine 
what are fair fees. 

It is advisable to keep records on securi- 
ties as full and complete as possible: all re- 
ports from the corporation, studies of the 
bank’s statistical department, comments by 
the Trust Committee as to personnel, direc- 
tors or management, etc. 

As to whether a trust fund should be ex- 
posed to some shrinkage in the interests of 
providing for the life tenant who is the pri- 
mary object of the testator’s bounty, a trust 
fund ought to be invested on an average 
basis, achieving a reasonable income for the 
life tenant, with a reasonable security of 
principal. (Discussion brought out the 
point that if the attorney explained the 
meaning of the trust at the time of its crea- 
tion and perhaps succeeded in getting the 
testator to include a power of invasion, the 
problem might thus be solved.) 


Government bonds are preferable to FHA 
mortgages even though the yield is lower, 
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because they are fundamentally more se- 
cure. (A show of hands indicated that none 
were purchasing sueh mortgages.) 

By Mr. Wheeler: Certain preferred 
stocks, like Manufacturers Trust, American 
Tobacco, and Standard Brands, are just as 
good as bonds and should be treated as part 
of the backlog (see paper by Lionel Edie in 
Investment Policy section). Series F War 
Bonds are preferable to Series G since they 
are redeemable before maturity without loss 
of principal, which would be important if 
additional equities were to be purchased or 
principal advances made. However, if the 
account does not permit principal advances 
and income needs are extreme, Series G 
would be more suitable. 


Real estate should not be purchased as a 
hedge against inflation. Whether to retain 
real estate already held would depend upon 
the percentage of the fund which it repre- 
sents and the amount of common stocks 
held, their characteristics being similar. 

The “Yale Plan” of investment* is not 
very sound since it sacrifices personal judg- 
ment for a mathematical, practical basis. 


*See Feb. 1940 Trusts and Estates 188, and 
Feb. 1942, page 187. 
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National City Bank of New York 
130 Years Old 

Active participation in financing six 
major American wars has marked the his- 
tory of The National City Bank of New 
York which on June 16 celebrated its 130th 
birthday. The bank’s aid to the govern- 
ment in providing funds for war expenses 
began with the War of 1812, to which it 
contributed for itself and customers 
$1,000,000. The bank had its beginning with 
the incorporation of the City Bank of New 
York June 16, 1812, two days before the 
start of the War of 1812. 

Col. Samuel Osgood, a commander of the 
Minute Men at Lexington, and first Post- 
master-General of the United States, was 
its first president. 

Since Pearl Harbor in the present emer- 
gency the bank has subscribed for itself and 
customers more than one billion dollars of 
Government securities. More than 600 of 
its staff are now in the armed services. On 
March 31, 1942, total resources amounted 
to $3,170,000,000. 

City Bank Farmers Trust Company, trust 
affiliate of The National City, celebrated 
its 120th anniversary on February 28. 





SERVICE 


Oe complete facilities insure prompt, efficient, and economi- 


cal service in all fiduciary duties. For individuals we serve as 


Executor, Administrator, Guardian, Conservator, Trustee or 


Agent. For corporations we serve as Registrar and Transfer 


Agent of stocks, and Trustee of bond and note issues. 


( Member Federal Deposit Insurance Corporation) 


City Nationa, Bank 
AND TRUST COMPANY of Chicago 
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Notes on New Jersey Bankers Convention 


66 HERE is no specialty in the American 

economy which, more than banking, 
must keep before its mind’s eye not only its 
task of helping win the war, but as well, 
the situation that will confront it when the 
victory has been won and the problem of 
peace-time readjustment presents itself,” 
declared Dr. E. E. Agger, New Jersey Com- 
missioner of Banking and Insurance, at the 
New Jersey Bankers Association convention 
last month. “In dealing with this question 
it must be remembered, that, despite its 
great importance, banking cannot exist in- 
dependently. Banking thrives only as the 
rest of the economy thrives,” Dr. Agger 
said. 


“The banks can help finance the govern- 
ment both directly and indirectly. The 
banks will, of course, themselves pay heavy 
taxes, but there is no element in the com- 
munity that is more interested than the 
banks in an adequate system of taxation. 
Bankers should lead—as in fact they have 
led—in urging the broadest base, and the 
highest rates, of war taxation. 


“Despite your best efforts to persuade 
your clients and others to subscribe to the 
war bonds, you are going to have to take a 
big block of them yourselves. Obviously 
the assumption of this task raises serious 
questions of reserves, stability of interest 
rates and of bond prices, but there is every 
reason to believe that the Treasury and the 
Federal Reserve authorities will cooperate 
to assure the availability of adequate re- 
serves, to arrange a suitable maturity 
schedule of bonds for bank investments, to 
support the bond market when necessary 
and to arrange interest rates in such a way 
as to insure reasonable stability without 
the deadening effect on market procedure 
of a fixed pegging of rates. 


“Another task is the financing of war 
industry and of agriculture. The R. F. C. 
invites participation by the banks in its 
war financing or offers to share with the 
banks the undertakings which they sponsor. 
The government, through the Federal Re- 
serve banks, will guarantee the loan if 
necessary up to 100 per cent, but banks 
would make a great mistake if their only 
thought was ‘playing it safe’ by insisting 
upon too high a percentage of government 
guarantee. Unless bankers are willing to 
share reasonably in the risk, people will 
inevitably ask ‘Well, why bother with the 


banks anyway? Let the government handle 
the whole business!’ I can think of no more 
dangerous attitude for the continued ex- 
istence of private banking! 


“Tf there be one thing more than another, 
that a well-wisher of our private banking 
system would choose for our banks, it is 
that they enter the period of post-war re- 
adjustment with strong capital structures.” 


Post-War America 


HE post-war future of America may be 

a period of “our greatest economic 
development, of our greatest world influ- 
ence, and of our greatest social gains,” it 
was asserted by Dr. Paul F. Cadman, econ- 
omist of the American Bankers Association. 
On the assumption that America will win 
the war, Dr. Cadman stated that he did not 
“subscribe to the prevailing theory that at 
the close of this war we shall witness one 
of the worst depressions in history. On 
the contrary, there is a good deal of evi- 
dence to substantiate the opinion that we 
may enjoy the period of our greatest 
economic development, of our greatest world 
influence, and of our greatest social gains. 


“Unless the United States is invaded by 
land, we shall emerge from this war with 
our productive capacities’ at an all-time 
high. The raw materials from our mines, 
quarries, oil wells and forests will be more 
extensively developed than at any time in 
our history. We shall have more factory 
capacity, more machines, tools, and electric 
power, than ever before. Perhaps of greater 
significance is the fact that we shall have 
the largest supply of skilled labor which 
any country has ever enjoyed in the entire 
history of the world. The pent-up demand 
of a machine-corscious public will be im- 
mense. Should we emerge from the war 
without invasion, we may also serve world 
markets of tremendous demand. 


“Our financial instruments will rest upon 
a gold reserve approximating twenty-five 
billions dollars, the largest by many times 
of any ever before accumulated. Despite 
all the speculation to the contrary, gold 
is still the world-wide measure of value. It 
constitutes the best and most generally ac- 
cepted medium of exchange and there is no 
convincing evidence that its importance has 
diminished in the slightest degree. Although 
this gold is now essentially a part of our 
total monetary supply, it could be used by 
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a wise statesmanship to finance the recov- 
ery of our customers throughout the world. 

“We had better start liquidating such per- 
nicious doctrines as the one which holds 
that the size of the Federal debt is unim- 
portant since we owe it to each other. This 
is tantamount to saying that we are going 
to use the Federal debt as an agency for 
the redistribution of wealth. If this were 
true, who would knowingly invest in repudi- 
ation?” 


Private Rights and Property 


‘sT)RIVATE property in a representative 
democracy can only last and be secure 
so long as the people in that democracy 
wish to make it secure,” declared Albert 
W. Hawkes, president, Congoleum-Nairn, 
Inc. “If I am correct in my first conclusion, 
then my second conclusion must be right— 
namely, property ownership depends upon 
sound human relations,” Mr. Hawkes stated. 
“Sound human relations, in my opinion, de- 
pend upon equity, justice and fairness in 
the distribution of the proceeds that arise 
from our common co-operative efforts. 
“The guarantee of property rights under 
our Constitution is as fundamental as the 
guarantee of any of our human rights. In 
fact, they are so interdependent that unless 
property rights are continuously respected 
as they have been in our past development, 
then it is hopeless to expect that the human 
rights for which we are fighting can long 
last. Property ownership means the way of 
economic and political independence. With- 
out the right to own property, the citizenry 
of any country would soon lose its political 
rights—and the protection of the law is as 
essential for one as it is for the other.” 
The newly elected officers of the Asso- 
ciation are: 
President—F. Palmer Armstrong, presi- 
dent, Keyport Banking Company, who suc- 
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ceeds L. A. Chambliss, vice president, Fidel- 
ity Union Trust Company, Newark. 


Vice President—Joseph G. Parr, presi- 
dent, Trust Company of New Jersey, Jersey 
City. 

Treasurer—Frank D. Abell, president, 
First National Bank of Morristown. 


a 


Bank Personnel Adjustment 


“More women will be employed by banks 
and the tendency will probably be to give 
the same pay for the same work,” accord- 
ing to William M. Edens, second vice presi- 
dent and personnel officer of the Contin- 
ental Illinois National Bank and Trust Com- 
pany of Chicago. Addressing the Califor- 
nia Bankers Association recently, Mr. Edens 
stated that we shall also look to older men 
to fill up the ranks. The wartime person- 
nel problems of banks, he asserted, are 
largely those of adjustment. “The old 
questions of employment, turnover, com- 
pensation, training of course will continue, 
but new answers will have to be found. 
There will be new personnel and shifted 
personnel and probably not enough of eith- 
er.” 

Mr. Edens urged that bankers be sure 
that their existing personnel policies are 
sound, fair, thoroughly understood, and in- 
telligently applied. It is against these 
policies that banks must test their wartime 
personnel adjustments. “Nothing less than 
all-out help from everybody in our organi- 
zations,” he held, “will work if banks are 
to perform acceptably. Even then, in ad- 
justing our business to war conditions, we 
may be hard pressed to meet the standard 
that our customers have a right to expect. 
So we shall be grateful for the tolerance of 
the public while we carry on.” 


Our Company has enjoyed a broad experience 
over many years in the administration of an 
increased and varied volume of Estates and 
Trusts, large and small. 


MorRISTOWN TRUST COMPANY 
Morristown, New Jersey 


Member Federal Deposit Insurance Corp. 
Member Federal Reserve System 
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Nutrition for Production 


FRANKLIN B. KIRKBRIDE 


P to the time Cy- 
U rus McCormick in- 
vented the reaper, the 
world was always on 
the verge of famine, 
for man-power was 
unablx> to do more 
than keep production 
of foodstuffs up to 
current needs. 


In wartime the 


fundamental importance of maintain- 
ing health and morale of both military 
and civilian population, by applying 
our modern knowledge of nutrition, is 
being appreciated as never before. Pub- 
lic authority is recognizing this fact 
and as a nation we are realizing that 
both mind and body are dependent on 
proper nourishment and that food is 
one of the most important elements in 
Pro- 
duction must reach undreamed of 
heights if our troops and those of our 
allies are to achieve victory. It has 
consequently become necessary to de- 
velop our man-power in industry most 
effectively. 

When the owner of a Canadian plant 
can report that after he started giving 
a free midday meal of nutritional food 
to his men, output increased 36%, it is 
time to sit up and take notice. 


maintaining productive ability. 


Defense Workers Neglected 


HE Committee on Nutrition in In- 

dustry of the National Research 
Council is leading the way, in dissemin- 
ating knowledge and in conducting 
scientific studies. The Committee tells 
us that measures to maintain health 
and morale of defense workers are far 
inferior to those available to the armed 
forces. American workmen’s families 
have, to a large extent, been existing 
on diets known to be inadequate by 
modern standards. It is shocking to 
learn that in a West coast plant em- 
ploying a large number of men—and 


indeed in many others—most of them 
were said to arrive at work without 
having had any breakfast. Anyone who 
has had experience with operatives 
paid by the piece and who has watched 
those who take little or no time off in 
the middle of the day and who eat a 
hurried “snack” or nothing at all, 
knows how production slows down in 
the afternoon and how quality falls off. 
And quality is a life-or-death matter 
for every vital part of a plane or gun 
or ship. 

Where inadequate diets are improved 
and brought up to a proper health 
standard, the result is not only increas- 
ed vitality, but an unconscious improve- 
ment in productive effort which results 
in increased output, fewer accidents 
and better dispositions. The high per- 
centage of rejections in the draft, the 
improvement in health conditions after 
entering the army and navy of those 
who have been accepted, and the nec- 
essity of securing maximum produc- 
tion combine to make this country 
acutely nutrition-conscious. 


Man-Power Waste 


ESS than 10% of absenteeism in in- 

dustry is due to occupational haz- 
ards and 90% of the time lost 
through illness, costing American in- 
dustry some ten billion dollars a year, 
is of a non-occupational character. No- 
body questions that natural resistance 
to disease is dependent on the body’s 
nutritional state, but while many of 
those concerned with the reduction of 
occupational hazards have concentrat- 
ed on very necessary protective meas- 
ures, few have appreciated the tremend- 
ous importance of maintaining the bod- 
ily well-being of the workers and their 
families. 

Employers are at last realizing the 
importance of better nutrition and 
dietary habits and of providing, at rea- 
sonable cost, supplementary rations, 
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in the form of an adequate midday 
meal in cafeterias or from rolling wag- 
ons. Plant physicians, as a rule, have 
not considered the nutrition of workers 
as coming within their province, but 
their attitude is changing; the Ameri- 
ean Association of Industrial Physi- 
cians has set up a committee on Nu- 
trition in Industry. Dietitians were 
thought of as the fancy feminine founts 
of wisdom who made hospital cooks 
miserable, rather than possessors of 
knowledge which makes it possible to 
supply to workers a balanced diet and 
often cut cost and improve quality. 


A Social “Must” 


F high health standards are neces- 

sary in the armed forces, why is it 
not equally necessary to improve the 
nutrition of industrial workers upon 
whose efforts depend our hopes of vic- 
tory. Dr. Henry Borsook of the Cali- 
fornia Institute of Technology, in 
charge of a nutrition study being con- 
ducted at the Lockheed Aircraft Com- 
pany’s plant at Burbank, California, 
says: “In general, the diet of our hun- 
dreds of thousands of defense workers 
is so bad that it is a definite challenge 
to all of us in the nutrition field.” 

Recently the British Minister of La- 
bor has ordered establishment of can- 
teens in all plants employing 250 or 
more workers, and due to the necessity 
of conserving food in Great Britain the 
government is taking the lead not only 
in rationing, but in controlling and di- 
recting the dietary habits of the popu- 
lation. 

Here in the United States one of the 
government’s first steps in its nutrition 
program is to be a country-wide cam- 
paign with the objective of making it 
possible for war plant employees to se- 
cure foods rich in vitamins and miner- 


Appoint 


Security it het € 


cas eonnenans ounev } Cava 


TRUSTS and ESTATES—June 1942 


als. The easiest approach is through 
the factory rather than his home, so 
the farmer, grocer and dairyman will 
now be called on rather than the drug- 
gist. 

Many of the older and larger banks 
and trust companies long ago recogniz- 
ed the importance and value of provid- 
ing midday meals for their employees. 
They can now do a real service by 
impressing on the leaders of industry, 
the vital importance of doing all in 
their power to support the Committee 
on Nutrition in Industry.* One of the 
many miracles that must come out of 
this war is a nation virile and ener- 
getic and therefore self-reliant, ready 
and able to preserve private enterprise. 


*The Editors will gladly make copies 
of this column available, without charge, 
to such industrialists as our readers sug- 
gest. 


Labor Union Seeks Contract 
with Bank 


The Bank and Brokerage Employees 
Union of the C. I. O. is gradually extend- 
ing its efforts to organize the employees 
of banks and financial offices in New York 
City, it was recently revealed when it was 
announced by the union that it had or- 
ganized employees of the Title Guarantee 
and Trust Company. The bank’s employees 
voted 522 to 348 for the Title Employees 
Division of the union to act as their bar- 
gaining agent. 

The union had previously negotiated a 
contract with the Banco di Napoli Trust 
Company which was recently liquidated by 
the State Banking Department and its 
principal assets taken over by the Manu- 
facturers Trust Company so that the con- 
tract no longer exists. It was learned that 
the union has no standard scale of wages 
for bank employees but negotiates for in- 
creases on the basis of previously existing 
scales. 


ACT NOW 
BUY WAR BONDS 


PLAN YOUR ESTATE WITH US 


Delaware’s Professional Trustee for Fifty-Seven Years 
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The Battle of the Budget 


Putting the Case for Trust Advertising 
Before Bank’s Executive Officers 


ALBERT JOURNEAY 
Vice President, The Purse Company, Chicago, Illinois 


HERE is a story about a society 

matron who was discussing the pro- 
gress of her young daughter with the 
principal of a private school. “Your 
daughter is doing quite well in her 
studies,” said the principal. “But,” 
she added, “I must tell you that her 
table manners are atrocious.” “I really 
wouldn’t know,” replied the matron. 
“Come to think of it, I don’t believe I’ve 
ever seen her at the table.” 

There was a time when a parallel sit- 
uation existed between the trust depart- 
ments of many institutions and their 
hypothetical parents, the bank’s exec- 
utive officers. That was in the days 
when the trust staff was known as “the 
boys in the basement” or “the boys on 
the gallery.” The increasing impor- 
tance of the department, the benign 
influence of Regulation “F”, and the 
generally fine record made during the 
depression years, have done much to 
correct this situation, though the trust 
department is still the least under- 
stood, both within and without, of any 
of the bank’s departments or services. 

And because the trust department 
and its operations are still somewhat 
of a mystery in a great many banks, 
trust officers frequently find difficulty 


in getting the support they would wel- 
come in mining the acres of new busi- 
ness diamonds which, they realize, are 
not far under the surface in their own 
back yards. Since many commercial 
bankers don’t understand trust work, 
the fear of the “tremendous liabilities” 
assumed in the management of estates 
has become a bugaboo that has often 
retarded more active support from with- 
in. Then, too, since in their early years 
trust departments grow slowly, and fre- 
quently long years pass before profits 
appear, many bankers look askance at 
their trust departments as_ possible 
sources of profit. 

However, despite their often stunted 
childhoods, trust departments have 
grown and prospered. In certain banks, 
where they have been carefully nurtured 
and scientifically reared, they have turn- 
ed out to be the fair-haired boys. 


Vulnerable Position of Individual 


ODAY the need for trust service is 

greater than ever. It is plain that 
the chief competitor of the trust insti- 
tution, the individual executor-trustee, is 
in an extremely vulnerable position with 
more than a fair chance of going the 
way of the individual bondsman, pro- 
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vided the trust institutions press their 
advantage. 

Despite a tragic history of inefficiency 
and natural shortcomings in many cases, 
the individual has continued to garner 
the major share of the fiduciary busi- 
ness. But under today’s conditions, with 
rising taxes and complicated investment 
problems facing him, along with the 
possibility that the draft will take the 
individual executor-trustee, or war work 
plus his own affairs will require his com- 
plete attention, men and women of prop- 
erty are sensing that the individual 
makes a dangerous successor. If trust 
institutions make clear their qualifica- 
tions, it’s a safe bet that'they will at 
last take their proper place in the sun. 

Already there are indications that they 
will do this. I hazard the guess that 
when this war is over, the four-to-one 
advantage the individual now holds in 
the number of appointments over the 
trust institution will be reversed. 


Approach to Board 


N England, since the war began, there 

has been a veritable epidemic of will- 
making and a swing to the corporate 
fiduciary. The same trends, to a degree, 
will occur here. Intelligent advertising 
plus constructive new business methods 
will accentuate these trends. 

While these matters are self apparent 
to the trustmen, they are not always as 
clear to the front office. The trustman 
knows he faces an unusual opportunity, 
not to take advantage of a national cal- 
amity, but to broaden the scope of a 
service of great value to people. His 
problem is so to impress the executive 
officers and directors of his institution 
with the possibilities that lie ahead of 
the department that they will authorize 
the necessary development program. 

How can he do this? The only way I 
know that will be effective is by a mar- 
shalling and presentation of facts. I 
have seen hundreds of capable trustmen 
successfully fight the battle of the bud- 
get, and it seems to me that nearly al- 
ways they follow a parallel procedure. 
First they review the progress of the 
department’s growth to date. Probably 
it is already in the black, and a little 
calculation will show that any increase 
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in new business will carry with it a much 
higher ratio of profit. So they next 
determine, “Is more business available?” 
Sometimes they determine this merely 
by pointing to the large number of es- 
tates which in recent months have been 
administered by individuals. Many of 
these they know might have come to the 
bank with a little education and persua- 
sion. Sometimes they go farther and 
make a market study based on the pro- 
bate records. When these reveal, as they 
almost invariably do, that trust institu- 
tions are getting only a small fraction 
of the business, they have the most pos- 
itive answer to “conjur” with. 


Next they determine what steps they 
should follow to develop their potential 
market. They outline a program vary- 
ing in the degree of its coverage. Above 
all, they go to the president and to the 
board with a well-developed plan. The 
basis of it will be the advertising pro- 
gram, directed probably at the four main 
channels of business—the prospects; the 
bank’s staff, including directors; attor- 
neys and life underwriters. They cite 
definite examples of the results other 
trust institutions in parallel situations 
have accomplished through similar plans. 
They present the plan with the enthus- 
iasm that comes from knowledge. 


With the plan in tangible form so that 
it can be visualized by the board, with 
the reasoning and facts back of it intell- 
igently and honestiy presented, and with 
an enthusiastic presentation, the chance 
of success is immeasurably increased, 
compared with the unvarnished request 
for “some money to do a little advertis- 
ing.” ‘How much do you want?” is the 
usual rejoinder. “Oh, maybe a thousand 
dollars,” and without further argument 
I can hear someone say “It’s too much,” 
and the answer would be the same re- 
gardless of the size of the amount. 


Widening Opportunities 


HE best summary I have seen of 

the factors which go to make today’s 
opportunity for trust institutions unus- 
ually favorable lies in the following para- 
graphs of a report made to his associates 
by a vice-president and trust officer of 
a bank whose trust department has been 
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THE TRUST MARKET 


increasingly successful with the passing 
of the years. 

“Although the bank business as a 
whole should be considered from this 
standpoint, I shall take the effect of the 
impact of war on trust business as an 
example for purposes of this memor- 
andum. 


“1. Many persons who have been han- 
dling the business affairs of other per- 
sons, or who have been accustomed to 
look after their own affairs, will no 
longer be able to do so because they will 
be called away on military duty, or be- 
cause they will be too busy on other mat- 
ters. The result will be two-fold in our 
favor: 


“(a) Such persons will then be forced 
to turn over the handling of their invest- 
ments, their properties and other busi- 
ness affairs either to a corporation like 
our bank, or to some other person, of 
whom there will be fewer and fewer 
available. 


“(b) Many persons, when making 
their wills, have named individuals as 
executor and/or trustee. Such persons, 
in the months to follow, will find that 
individual appointments are highly in- 
advisable in these times, and many of 
them will turn to the corporate executor 
and trustee. 


“2. Law firms which now are accus- 
tomed to handle trusts and the business 
affairs of their clients will find that they 
are too shorthanded to continue such 
duties along with their law business. 
Result: Some law firms will seek the 
assistance of a well-staffed bank, or will 
turn over their clients directly to the 
bank for the handling of their invest- 
ments and other business affairs. 


“3. Corporations which now handle 
their own investments and certain other 
financial matters, like transferring their 
own stock, will find that they are short- 
handed in the months to come. In such 
cases our bank can be of material help 
to the corporations and to ourselves. 


“4. Many church, charitable, educa- 
tional and other similar institutions have 
already employed a corporate agent to 
handle their investments, properties and 
other financial affairs, but many con- 
tinue to use the services of paid em- 


Ancillary 


Administration 


for Illinois 
Real Estate 


¢ No matter where the 
personalty under atrust 
may be located .. . if there 
is real estate in Illinois, you 
will find it a matter of good 
judgment to suggest Chi- 
cago Title and Trust 
Company as ancillary ad- 
ministrator. 


This company was 
the first to qualify under the 
General Trust Company 
Act of the State of Illinois 
and it has been continuously 
active in trust administra- 
tion since 1887. Our long 
years of experience in all 
types of fiduciary activity in 
this area, plus an unusual 
background in all real 
estate matters, qualify us to 
give you and your custom- 
ers full cooperation on both 
corporate and personal 
trust matters in Illinois. 


CHICAGO 
TITLE & 
TRUST 
COMPANY 


69 WEST WASHINGTON ST. 


CHICAGO 
Business Established 
in 1847 
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ployees or members of their Board of 
Trustees for this purpose. Before long, 
these latter may well find that paid em- 
ployees are no longer available for such 
purposes, and that the men comprising 
their Board of Trustees are too busy to 
help out.” 


To the above memorandum we might 
add the possible effects on trust new bus- 
iness of the recent successor fiduciary 
legislation enacted in New York, Penn- 
sylvania and Rhode Island.* These states 
have followed the lead of Great Britain 
and the Province of Ontario in Canada, 
to provide for the appointment of a suc- 
cessor fiduciary where the original exec- 
utor and trustee has been called into the 
armed forces, or where, for some other 
reason brought about by the war, he is 
unable to continue his duties in a fiduc- 
iary capacity. Banks in other states 
should consider the enactment of similar 
legislation in their respective jurisdic- 
tions. 


*See page 429 of the April issue. 
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Summing up the steps leading to an 
appropriation for advertising: 


(1) Summarize past record of depart- 
ment’s growth. 

(2) Prepare brief and understandable 
market analyses. 

(3) Formulate a plan and policy of 

advertising. 

(4) Present a definite plan, including 

the copy, for the advertising. It 

is much easier to get a decision 

on a definite proposal where copy 

can be visualized and costs deter- 

mined. 

Marshal facts on results of sim- 

ilar programs. 

Finally, determine the investment 

involved. 


(5) 
(6) 


The Bloomfield (N. J.) Bank & Trust 
Company Building has been organized 100% 
for the payroll deduction plan of War Bond 
purchase, thanks to the efforts of the bank 
itself. The Treasury has informed the bank 
that it will recommend a similar building- 
wide plan for use by its War Savings staff. 


PRACTICAL 


Experience is defined as “skill or practical wisdom 


gained by personal knowledge, feeling or action.” The 


“practical wisdom” of the Trust Department of this 


bank is a result of years of specialized attention to 


providing complete fiduciary service. 


Trust Lepartment 
The National 
Shawmut Bank 


40 Water Street, Boston 
Member Federal Deposit Insurance Corporation 
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Trust New Business Column 


COOPERATIVE EDUCATIONAL 
CAMPAIGN: 


é¢ HESE times offer the greatest 

opportunities for the develop- 
ment of trust company services.” We’ve 
been hearing that statement a good deal 
lately but less often accompanied by a 
tangible suggestion or approach. One 
of the “double-barrelled” kind came out 
of the recent meeting of the Illinois 
Trust Division when a state-wide educa- 
tional campaign was voted (see page 
477 of the May issue). 

For years, these pages have endorsed 
the cooperative trust advertising idea. 
Today, in addition to the reasons which 
have always appealed to us, there are 
two new factors—closely related—that 
make such a program desirable. First, 
it would seem that the public is now, 
more than ever before, receptive to in- 
formation about financial protection for 
themselves and their families. Second, 
the perfection of new trust services—or 
the adaptation of old ones—to meet the 
problems of a war economy offers a cue 
for a timely message. 

When we view the pitifully small per- 
centage of will appointments going to 
trust institutions throughout the coun- 
try—with some notable exceptions—pub- 
lic trust education becomes a vital neces- 
sity for the future welfare of the busi- 
ness. It is quite possible that trust ad- 
vertising has in the past too frequently 
been directed to the top 10%. The 
“brougham” trade is out for the dura- 
tion—or on the way out, and the “five 
and dime” trade all powerful. Objection 
might be voiced that lowering the sights 
would bring in a lot of unprofitable ac- 
counts. Two answers to that readily 
occur. The first is that there are ways 
—and ways—of refusing new business. 
If the fellow is a “small fry,” he can be 
shown why the bank’s services would not 
be useful to him, but he should be told 
where he can find assistance in solving 
his particular problem. No business 
right there and now, but that chap 
knows more about trust service; he’ll be 


a friend of the bank; and some day he 
may come back—a “big shot.” 

The second answer brings us to our 
old—yet new—friend, the common trust 
fund. Admittedly, this mechanism for 
profitably administering small trusts is 
available in less than a third of the 
States—and in some of these, like New 
York, the enabling statute leaves much 
to be desired. But trust people in the 
remaining jurisdictions will have to take 
the initiative in sponsoring appropriate 
legislation or, as in New York, actively 
seek remedial amendments. With all the 
facts properly presented, success in ob- 
taining a workable statute should not be 
impossible. 

One of the difficulties in connection 
with the development of the common 
trust fund is the prohibition in Federal 
Reserve Regulation F against advertising 
the fund. The Fidelity-Philadelphia 
Trust Company, which maintains a com- 
mon trust fund, in a recent ad inserted 
a small box “notice” within copy des- 
cribing its services generally, in which 
attention was called to the fact that “a 
new plan... enables us to give SMALL 
TRUSTS a flexibility and investment di- 
versification not heretofore available. 
We will be glad to describe the basis 
upon which we actively solicit such ac- 
counts.” But with an ever widening 
market for business through public edu- 
cation, this problem may well become 


academic. 
* * * 


STICK TO YOUR TEXT: 


OMETHING we said in our March 

column provoked interesting corres- 
pondence with Spencer Clinton of The 
Purse Company. In referring to a series 
of illustrated trust folders, we stated 
that they had come in answer to our 
plea “for more humanism in trust adver- 
tising.” Mr. Clinton questions “the im- 
plication that a picture gives.a trust 
advertising message the ‘human interest’ 
that you assert it should have.” Because 
of his long experience in this field, we 
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are taking the liberty of quoting further 
from his letter. 


“In trust advertising, the heading or 
title and the text are far more important 
than any illustration. A mailing with an 
attractive illustration and weak copy will 
fall flat. A mailing without any illus- 
tration and strong copy will get results. 
Too many bankers believe that a folder 
with a nice photo or etching on the cover, 
and a few brief paragraphs of general- 
ities inside, is ideal trust advertising.” 
(To which we say, Amen.) 


“As a matter of fact, why call it hu- 
man interest? You are dealing with 
human beings, so any interest must be 
human. What you really want your ad- 
vertising to stimulate in the reader is 
self-interest—interest in his own and 
his family’s welfare. The type of mes- 
sage that will do that for one man may 
not do it for another. 


“Trust advertising should be judged 
from the standpoint of how it appeals to 
the reader’s self-interest. It can do that 
by a heading or title that arouses self- 
interest, by copy that really stimulates 
it—copy that is factual and long enough 
to make the reader understand, sincere 
enough to be believed, persuasive enough 
to be convincing. If the heading and 
copy meet these requirements, an illus- 
tration is usually unnecessary; in fact it 
may detract from the power of the mes- 
sage itself because—and this is impor- 
tant—the less a trust advertising book- 
let or folder looks like just another ad- 
vertisement, the more it looks like a time- 
ly, informative message from a bank or 
trust company about a matter that the 
reader recognizes as one of real concern 
to him, the more effective it will be.” 


Let this department hasten to agree 
that the copy’s the thing and that “self- 
interest” is the emotion to which the ap- 


peal should be made. The question boils 
down to this: Will the right kind of 
illustration induce more people to read 
the message, or is there the danger that 
the illustration—irrespective of its merit 
—will warn the reader that “it’s just an- 
other ad?” Perhaps that depends on the 
illustration and its pertinence to the 
message. 
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LL of which brings us to four recent 

advertising pieces—three illustrated, 
one not—which appealed to us. One of 
each type was prepared for the Old Na- 
tional Bank of Spokane by Ray F. Sieg- 
enthaler, formerly of the Bank of Cali- 
fornia N.A. in Portland, Ore., and now 
in the Armed Forces of the U.S.A. The 
“plain” booklet is titled “Estate Planning 
to Preserve Your Estate,” describing the 
technique of estate planning and the 
vehicles for accomplishing the various 
objectives of the estate owner. One 
feature that we liked particularly was 
the unusual twist given to the standard 
attributes of corporate fiduciaries: ex- 
perience, stability, etc. Instead of the 
impersonal statement that a bank pos- 
sesses these qualifications, the booklet 
asks the reader to list the people whom 
he has thought of appointing and then 
consider each one to see how many of 
the qualifications that person has. Then 
to compare the bank. 


There is a bit of interesting history 
behind the second of Mr. Siegenthaler’s 
efforts: a series of illustrated folders on 
wills of, famous Americans, most with 
a catchy title like “he wanted to protect 
his daughter from distress” and “a fate- 
ful duel prevented him from putting his 
affairs in order.” In a recent letter Ray 
says: 

“As a consequence of inquiries di- 
rected to other banks that had received 
favorable comment in your column, my 
trust officer and I were able to assemble 
about ten campaigns, most of them su- 
perior to the ones we had been using. 
During the process of studying these I 
hit on the idea contained in this series. 


“Your suggestions had some influence 
on the ads. You felt that illustrations— 
if they had some point—would add much 
to trust advertisements. The pictures on 
our folders are interesting, attractive 
and appropriate. You also placed con- 
siderable emphasis on the importance 
of timeliness in trust ads, and these 
folders are certainly timely. They em- 
phasize present-day conditions and carry 
through a patriotic theme without flag- 
waving.” 

The third of the pieces referred to 
above is an ad of the Trust Company of 
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Georgia, headed “WHO Makes Use of 
Trust Services?” Then follow diagon- 
ally across the ad photos of seven groups 
of persons which just about cover all 
types of trust prospects. 

The last is a pamphlet put out by the 
Detroit Trust Company, titled “Fixed 
Income for Those You Want to Protect.” 
The piece, although illustrated, relies 
mainly on the text which, in conversa- 
tional style, describes the relatively new 
fixed-income trust—one of the most de- 
sirable and timely adaptations of trust 
service. 


Handles Guardianships at Profit 


What is believed to be the first appoint- 
ment of a corporate fiduciary as guardian 
arising out of the present war has gone to 
Bankers Trust Company of Detroit. The 
case resulted from the sinking last winter 
of the Reuben James. 

The Bankers Trust is one of the few in- 
stitutions which actively solicits Veterans’ 
Guardianships. In an article in the June 
Bulletin of the F. A. A., assistant trust offi- 
cer H. A. Millard tells how application of 
the principles of “mass production,” to- 
gether with the cooperation of the Veterans 
Administration and the Probate Court, has 
enabled the trust company to eliminate or- 
dinary guardianship costs and make a profit 
on these accounts. 

For example, by curtailing coupon bonds 
as much as possible and purchasing Defense 
Bonds for investments, the work of clip- 
ping and posting is minimized. Also, by 
investing a reasonable sum in savings and 
loan associations, which allow withdrawals 
on demand, it is possible to keep the ward’s 
funds invested without retaining much cash 
on hand to meet immediate needs. 


el 
Canadian Trust Funds Increase 


Estates, trusts and agency funds of 
Canadian trust companies increased to $2,- 
673,859,907 at the end of 1940 from $2,664,- 
589,751 one year earlier. However net 
profit of the institutions as a whole de- 
clined from $3,314,197 to $3,083,343. 

The great bulk of the funds is in Pro- 
vincial incorporated companies, the totals 
for Dominion companies being $256,781,691 
and $242,369,850, for the two years. These 
figures are from the report of the Superin- 
tendent of Insurance of the Dominion of 
Canada. 


Capable 
handling of all 
trust matters 


T THE Northern Trust Com- 
pany no single judgment pre- 
vails. Rather, every estate in the care 
of this institution benefits from the 
combined judgment of trust officers 
who are experienced in various fields. 
For, under today’s complex condi- 
tions, the management of an estate 
requires the attention of specialists 
—of men trained to deal with many 
phases of trust activity. Here, too, 
trusts benefit from the wide ex- 
perience gained by this institution 
through more than fifty years of 
service in all fiduciary matters. 


NORTHERN IRUST 
COMPANY 


FIFTY SOUTH LA SALLE STREET 
CHICAGO 


Member Federal Deposit Insurance Corporation 
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A New Business Life Insurance Plan 


“Master Contract Plan” Designed To Serve Growing Needs 


ROBERT O. BICKEL 
Chartered Life Underwriter, Cedar Rapids, Iowa 


For the past five years, Mr. Bickel has successfully used the “Master 
Contract Plan” which he devised. Recently, he wrote a book under that 
title, describing the plan, published by The National Underwriter Company 
of Cincinnati. The following article was written at our request to call 
attention to the highlights of the plan, which may well fill the ever grow- 
ing need for “small business” insurance arrangements. Mr. Bickel, one of 
the first 36 C. L. U. members in the United States, originator of the 
“Infomat,” and a well known speaker, is associated with the National Life 
Insurance Company of Vermont, C. V. Sheperd Agency in Cedar Rapids. 
Trusts and Estates would welcome comments on the article-—Editor’s Note. 


RUST officers who have had ex- 

perience with business life insurance 
in its various forms are acquainted with 
the usual procedures in stock retirement, 
partnership liquidation and key man ar- 
rangements. Valuable as these forms 
are, they do not fit all cases. 

Under the title of the “Master Con- 
tract Plan,” I am presenting a new idea 
in business life insurance, as a solution 
to some cases not effectively serviced by 
present methods. It is not intended to 
take the place of our present well-known 
forms of business life insurance, but is 
designed to broaden and supplement the 
services of life insurance in this impor- 
tant field. 

This new plan makes more protection 
available and does much to establish fin- 
ancial security and eliminate the uncer- 


tainty of the future for a wide range of 
situations which we frequently find. It 
consists of a new application of our ex- 
isting life insurance policies. The com- 
bination of an ordinary life, limited pay- 
ment life, or endowment policy and a 
Master Contract agreement opens new 
fields in business life insurance. The 
Master Contract Plan is not a solution to 
all business insurance problems, and the 
writer does not imply that you should 
abandon the conventional plans which 
have been tested for years and found to 
be of great benefit to business men. 


Cost Prohibitive in Ordinary Case 


LL life insurance policies except 
term insurance have a cash value. 
It is a recognized fact that the protec- 
tion under a life policy is the difference 
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between the cash value and the face of 
the contract. The Master Contract Plan 
of business life insurance is based upon 
a new allocation of ownership of the cash 
value and protective elements of the life 
or endowment policy. 


The familiar plans—ownership of pol- 
icy by the insured, corporation, or pur- 
chaser of a policy on another’s life— 
carry with them the ownership of the 
protection element and cash value. Under 
the new arrangement, we split ownership 
in the policy by having one person or 
group own the cash value of the policy, 
and another person or persons own the 
life protection or term insurance portion 
of the contract. 


Let us examine an ordinary stock pur- 
chase case. Mr. Roper, age 50, owns the 
controlling interest of a mercantile bus- 
iness with the value of his stock fairly 
estimated at $100,000. His son James 
recently graduated from college and, hav- 
ing taken a keen interest in the business, 
has decided to follow in his father’s foot- 
steps. Mr. Roper has his wife and 
three young daughters to think about, 
and cannot give James more financial 
consideration than his daughters. 


If the father and son were to consider 
the problem of passing the stock to 
James at Mr. Roper’s death, so that man- 
agement and controlling ownership were 
always to be vested in the same person, 
the only possible method to assure James 
of future ownership would be through 
the stock liquidation plan of having his 
father’s life insured for a large enough 
amount to allow James to purchase the 
controlling interest in the company from 
his father’s estate. 

In our case, let’s assume father and 
son have agreed that one-half of the 
purchase price of the stock must be paid 
in cash at the father’s death, and the bal- 
ance paid over a ten year period to the 
trustee of the father’s estate, with the 
total stock held by the Trust Company as 
security for the contract purchase. If 
James were to insure his father’s life 
for $50,000 at age 50 in my company 
(whose figures I shall quote), his first 
premium would be $2,272.50 on the Or- 
dinary Life plan the first year and $1,893 
the second year, on the present scale of 
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dividends. For a young man under 30 
this is out of the question as the rate 
is out of step with his salary and bonus. 
If he were to use a five year term plan, 
the premium would average $890.00, 
which would be within his grasp. The 
danger of increasing rates and having 
to convert to ordinary life at a higher 
rate is always a possibility. 


Master Contract Plan in Operation 


ERE is how the Master Contract 
Plan would work. 

Mr. Roper has been buying stock in 
the company so rapidly that he finds that 
about all his investments outside of his 
life insurance are tied up in the mer- 
cantile company. The company has pros- 
pered and his investment has produced 
a fine return. James should have an op- 
portunity to buy some of this stock from 
him so that his interest in the business 
will be assured for the future. The 
father will be able to have more freedom 
with a competent son running the busi- 
ness. 


We will propose that Mr. Roper begins 
by selling James $20,000 worth of stock. 
This is 20% of his holdings, which would 
still leave the controlling interest in Mr. 
Roper’s possession. The father will take 
a note for $20,000 at 3% interest, and 
hold the stock as collateral. The present 
earnings of the stock will be more than 
enough to pay the interest on the note, 
so James has a chance to pay some 
money each year on the principal. 

We now insure the father for $50,000 
Ordinary Life, with an annual premium 
of $2,272.50. Of this amount Mr. Roper 
will pay $1,522.50 while James pays 
$750. Mr. Roper will own the invest- 
ment end of the contract and James will 
own the protection part of the policy. 
Each year James will pay his father the 
3% interest on the $20,000 note, plus 
from $500. to $1,000. or more on the note. 
Mr. Roper takes his investment income 
and payment on the principal of the note 
and invests it in the reserve or cash ac- 
count of the $50,000 Master Contract 
policy. In the event of the father’s liv- 
ing, he is entitled to all his invested 
money, plus a conservative interest ac- 
cumulation; in the event of his decease, 
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his estate receives all his investment 
back with interest, as the benefits under 
the Master Contract are also split—the 
investment part accruing to Mr. Roper 
and the protection part credited to James 
in event of his father’s decease. 


If — 


O illustrate the working of this plan, 

first let us assume that Mr. Roper 
has reached 70 and wishes to retire from 
active business. In the meantime James 
has prospered, paid off his note to his 
father, has been able to buy a large per- 
centage of his father’s stock and no long- 
er feels the need of insurance on his 
father’s life. At the end of 20 years, 
Mr. Roper’s guaranteed interest in the 
$50,000 Master Contract policy is $24,- 
900, represented by the guaranteed cash 
value of the ordinary life policy. If he 
has always paid the gross rates and al- 
lowed the dividends to accumulate at in- 
terest, he has an additional value in his 
contract estimated at $12,624, or a total 
of $37,524, which he may draw out in 
cash, leave at interest, or take a life in- 
come option. 

During this period of 20 years, he has 
invested $30,450. In addition to an ap- 
preciation of over $7,000 he was able to 
assure his son of a controlling interest 
in the business during the twenty year 
period, sell his interest at an agreed price 
under contract, protect his wife and three 
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young daughters, and has had more free- 
dom from the problems of business man- 
agement. (All dividends belong to the 
owner of the cash account. He may ac- 
cumulate them or reduce his payment 
each year by the annual dividend.) 


Now let us assume that Mr. Roper dies 
at age 58. What is the status of the 
stock purchase? Under the Master Con- 
tract agreement, we would have a sched- 
ule of Mr. Roper’s interest which is the 
investment part of the contract, plus the 
ownership of all the dividends which 
may be accumulated. The difference be- 
tween the father’s account and the face 
of the Master policy is credited to the 
son, as his insurance account by the trus- 
tee. To be fair to all parties concerned, 
it is always necessary to give the father 
the return of his money if he lives, or 
pay it to his estate in the event of his . 
decease. In addition to the return of 
investment, he is entitled to conservative 
interest on his money. In addition to 
the benefits to the father, James has 
more protection under the plan than he 
could purchase under a term contract 
for the same amount of premium pay- 
ment. 


According to the schedule at age 50, 
(see sample on next page, taken from 
the book “The Master Contract Plan’’), 
James would be entitled to a credit of 
$40,075 with his father’s estate if death 
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occurs in the eighth year of the contract. sold to other parties because he has only 
The executor of Mr. Roper’s estate would a small inheritance interest in his 
then be ready to complete the negotia- father’s estate, as there are five normal 
tions with the trustee under the Master’ beneficiaries. At the time of his death 
Contract for passing the stock to James. the father’s estate would have $50,000 
Under normal conditions James would cash, plus all accumulated dividends, to 
pay more on his note than his interest provide an income for the mother and 
in the Master Contract policy diminished. three daughters. In addition, there 
Assuming that the value of Mr. Roper’s would be $47,925 due on the stock from 
stock has not changed from the original the son. 
price at which the shares were sold to ~~ 
James, and that James had paid $12,000 Flexibility of Plan 

of the $20,000 note to his father during UR illustration was based on $50,000, 
his lifetime, the Trustee would pay the or one-half the total value of the 
executor of Mr. Roper’s estate the bal- stock, but we could have insured under 
ance on the note of $8,000 and in turn the Master Contract plan up to $100,000 
would have $32,075 to apply toward the or any amount between $50,000 and $100, 
payment of the $80,000 worth of stock. 000. A Master Contract can be made 
James then would owe $47,925 against very flexible, and it is possible to adjust 
$100,000 worth of stock which is to be the plan to almost any set of circum- 
paid over a ten year period. stances. . 

By owning over half the stock origin- Naturally, the trust agreement and 
ally in his father’s possession, James is Master Contract are very important and 
in a safe position and does not have to should be worked out carefully by the 
see the business interests of the family client’s attorney, life insurance techni- 





MASTER CONTRACT SCHEDULE 


Age 50 Participating Ordinary Life $10,000.00 
A—Owner of Cash Value Pays _---.---------- 304.50 
B—Owner of Term Insurance Pays —...... 150.00 


Total Gross Annual Premium __..........__. $454.50 


Benefit 
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$75.90 

77.10 320.00 

78.30 580.00 

79.50 850.00 

80.80 1,120.00 $ 419.30 $1,539.30 

82.00 1,400.00 5,945.00 

83.20 1,670.00 5,945.00 

84.50 1,950.00 5,945.00 

85.80 2,230.00 5,945.00 

87.10 *2,500.00 950.40 3,450.40 3,045.00 5,945.00 
7,240.00 93.30 2,760.00 3,983.00 
6,990.00 94.60 3,010.00 3,983.00 
6,730.00 95.90 3,270.00 3,983.00 
6,480.00 97.20 3,520.00 3,983.00 
6,230.00 98.50 3,770.00 1,642.30 5,412.30 4,567.50 3,983.00 
5,980.00 104.80 4,020.00 
5,730.00 106.00 4,270.00 No 
5,490.00 107.20 4,510.00 rates 
5,260.00 108.50 4,740.00 avail- 

4,980.00 5,020.00 109.70 4,980.00 2,524.80 7,504.80 6,090.00 1,414.80 able 
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* The cash value of the policy and A’s interest are the same from the 10th year on. 

+ All dividends are property of A. He may use them in any way, reduce payments or accumulate 
at interest. 

t The amount of investment returned to A if he leaves all his dividends at interest. 

§, Assuming insurability of A each 5 years. Comparison with renewable term would be much more 
beneficial to the Master Contract Plan. Compare with B’s interest in death benefits. 
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cian and trust officer. In the figures 
mentioned above, the trustees fees were 
not calculated. Normally, they should 
be paid equally by the father and son. 

Other cases that lend themselves to the 
use of the Master Contract Plan are: 

An older man who wishes to sell his 
interest in a business to a competent 
associate who isn’t a relative. 

Any professional man who takes a 
young associate into his practice. 

A young man with capital who wishes 
to protect older men who helped build a 
business with his father. 

A widow who sells to a key man or a 
group of employees. 

Liquidation of a school debt. 

Purchase of a home from an older 
man. 

Father and sons on farms. 

It is impossible to cover a new subject 
in a short article. This is intended as a 
brief introduction to a plan which is a 
“natural” in certain cases. The Master 
Contract Plan is sound and, if properly 
adjusted to one’s case by competent coun- 
selors, the results should be very satis- 
fying to all parties concerned. 


Insurance Policies in 
Safe Deposit Boxes 


Informed of numerous instances where 
insurance agents have advised policyhold- 
ers not to keep their policies in safe deposit 
boxes because there would be great delay 
in getting out the policies in the event of 
death, the New York City Life Under- 
writers Committee on Co-operation with 
Trust Companies and the Committee of the 
Corporate Fiduciaries Association for Co- 
operation with Life Underwriters have is- 
sued a report from which the following ex- 
tracts are taken: 


“It is agreed that our primary consider- 
ation is the interest of the client. It is con- 
ceded that there are many instances where 
an individual has adequate safekeeping 
facilities in his office or in his home, but it 
must also be realized that there are many 
more cases where no such facilities are 
available. An insurance underwriter should 
advise his client in. accordance with his 
knowledge of the client’s facilities rather 
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than to make generalizations that a safe 
deposit box is not a good place for policies. 


“It is obvious that if a policy is lost there 
will be considerable annoyance and some 
delay, as well as some cost before the bene- 
ficiary receives the proceeds. What is the 
actual procedure in getting a policy from 
the safe deposit box after the death of the 
box holder? In New York it is necessary 
to obtain from the Surrogate’s Court an 
order to open the box to search for a will, 
life insurance policies or burial instructions. 
This is not a complicated procedure. A 
member of the family or the person who be- 
lieves himself named as an executor in the 
decedent’s will makes an application to the 
appropriate clerk in the Surrogate’s office, 
and unless the circumstances are very un- 
usual, the application is granted and the 
permit is issued at once. The next step is 
to arrange by telephone for a representa- 
tive of the Tax Department to come to the 
safe deposit vaults. The Tax Commission, , 
when informed of the necessity for prompt 
action, will send a representative without 
delay. 


“It is obvious that in towns where there 
is no Surrogate’s office or State Tax office, 
it is going to take longer to get into the 
box. Nevertheless, no long drawn out court 
proceedings are required, although natur- 
ally the procedure may be more complicated 
in some cases than if the policies were 
readily available in the deceased’s desk 
drawer or at his home. 


“The underwriter, after a study of the 
client’s situation, might recommend, for ex- 
ample, that the policies be kept in the safe 
deposit box of the beneficiary, or that one 
policy, the proceeds intended to be used for 
immediate expenses, be left in the posses- 
sion of the beneficiary and the others kept 
in the safe deposit box of the insured. Many 
individuals may have facilities for keep- 
ing the policies in the safe deposit box or 
safe of the concern where they are em- 
ployed, and the underwriter may, after ex- 
amination, recommend that the policies be 
lodged therein. Where policies are payable 
to a trustee, they, of course, should be in 
the possession of the trustee and kept in a 
vault or safe deposit box. 


“Rarely is such speed in getting posses- 
sion of the policy required which would 
make it advisable to keep the policy in any 
but a most safe and fireproof place, especial- 
ly in time of war.” 





Lawyer’s Role in 
Estate Planning 


“Every lawyer who is consulted today 
regarding his client’s estate, must ex- 
amine it from four distinct aspects: bus- 
iness holdings; existing trusts, if any; 
life insurance estate; and general estate, 
exclusive of business holdings,” declared 
S. J. Foosaner of Newark, New Jersey 
Legal Editor for Trusts and Estates. 
Speaking before the Institute on Fed- 
eral Taxation at the annual convention of 
the N. J. State Bar Assn. last month, 
Mr. Foosaner asserted that “‘unless each 
of these integral parts of a client’s estate 
ties in with the entire general program 
in a co-related fashion, the estate plan 
may prove deficient in many respects. 


“With regard to business holdings,” 
he continued, “it is highly important that 
a properly drawn stock purchase agree- 
ment be provided. Insofar as existing 
trusts are concerned, they must be re- 
viewed, in light of the law as it exists 
today and the law which is now in the 
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making. Beneficiary clauses of insur- 
ance payment plans, to provide against 
all unforeseen contingencies, should exist. 
Wills, drawn for both husband and wife, 
should include simultaneous death pro- 
visions, and where advisable, special pow- 
ers of appointment. All of these matters 
bear a definite relationship to the fed- 
eral estate taxes which will be ultimately 
charged against the estate of the dece- 
dent.” 


The speaker dealt at length with the 
subject of “Conversion Shrinkage,” cau- 
tioning of the importance of providing 
sufficient estate liquidity through life in- 
surance, U. S. Government Bonds and 
other practical means. He pointed out 
that, whereas in a study of over 50,000 
estates several years ago, it was found 
that approxmiately 30% of the total es- 
tate was required in cash at death, only 
5% actually existed. 


“It is most essential in any estate 
plan,” Mr. Foosaner concluded, “that the 
subject of estate taxes be properly pro- 
vided for in advance, or the objectives 
of the testator may be doomed to utter 
failure,” adding that “our Government 
needs every bit of financial help that it 
can get, and it is the patriotic duty of 
every lawyer to assist his client in pro- 
viding the taxes which will be required 
after death.” 


Sidney A. Gutkin, former Special As- 
sistant to the Chief Counsel of the Bur- 
eau of Internal Revenue, discussed “In- 
come Tax Problems Affecting Wills, Es- 
tates and Trusts.” On the subject of 
distributable trusts, he emphasized the 
importance of giving the trustee discre- 
tionary powers to distribute income. 
“Where it is within the discretion of the 
trustee to accumulate or distribute in- 
come, it is possible to effect tax savings. 
This can be accomplished by controlling 
the respective incomes of the trust itself, 
and the beneficiary or beneficiaries to 
whom the income is to be paid,” Mr. 
Gutkin said. 


Gift Tax in Rhode Island 


Rhode Island has enacted a gift tax rang- 
ing from 1% on gifts up to $2,500 to 7% on 
amounts over $1,000,000. H.B. 808. 





ESTATE PLANNING 


Trends in Estate Planning 


HENRY S. KOSTER 
Director, Estate Analysis Co., New York City 


INDIRECT BUYING OF WAR BONDS: 


T is not generally realized the extent 

to which the public can “send their 
savings to Washington” to help prosecute 
the War, through the trusteeship afford- 
ed by the institution of life insurance. 
This is so because a large percentage of 
the assets of life insurance companies 
is already invested in Government Secur- 
ities and most of their current premium 
collections are being likewise invested. 
Life insurance companies go further than 
this in their participation in the War 
effort. By investment in private bonds 
and mortgages, important financial as- 
sistance is provided to essential indus- 
tries, agriculture and housing. 

Chairman Eccles, of the Federal Re- 
serve Board, in a recent letter to Senator 
Danaher, said: 


“Investment in life insurance serves to 
divert funds from consumer markets and 
thus to reduce inflationary pressures. 
Accordingly, I feel that next to the pur- 
chase of Government Savings and War 
Bonds and Stamps by the public, invest- 
ment in life insurance is particularly to 
be encouraged at this time.” 


To the foregoing may be added the 
role played by the life insurance com- 
pany, vitally important to our War effort, 
as well as in Peace, in keeping off the 
public relief roles the surviving depend- 
ents of decedents, and to keep off the un- 
employment lists the employees of bus- 
iness enterprises previously operated by 
deceased owners. On the one hand min- 
imum life income must be guaranteed 
to widows and, on the other, sufficient 
cash must be assured for business obli- 
gations, estate taxes and liquidation 
costs. To cover these requirements, life 
insurance guarantees a fixed amount of 
capital cash at what might be termed 
“the exact moment of death.” 

It is not a question of whether a per- 
son should buy War Savings Bonds or 
Life Insurance, for in most cases he 


should do both. A larger percentage of 
family income must be devoted to sav- 
ings with a corresponding decrease in 
spending. As a result a lowering of the 
standard of living and the making of 
personal sacrifices will be faced, and this 
is exactly what must happen if we are 
to successfully prosecute the War from 
the home front. 

For all these reasons individuals who 
have properly protected their families 
and businesses, and who are saving out 
of current earnings to pay life insurance 
premiums, should, therefore, be con- 
sidered as having made an important 
contribution to the War effort—indirect- 
ly, perhaps, but none the less effective. 

* * * 


A FEW RAYS OF HOPE FOR THE 
TAXPAYER: 


HE following are a few tax “hopes” 

—not certainties. They are based 
on tentative approval given by the House 
Ways and Means Committee in writing 
the proposed Revenue Act of 1942. 

Deductibility of Investment Expenses 
—Although business expenses have been 
deductible for income tax purposes by 
business corporations, deduction by in- 
dividuals of their personal investment 
expenses has been disallowed. It is un- 
derstood that this proposed provision 
will allow the individual taxpayer to de- 
duct personal investment expenses in- 
curred in the production of income. De- 
pending on the language used in the new 
tax bill, these expenses might include 
such items as attorneys’ fees, custodian 
fees, brokerage commissions, account- 
ants’ fees, etc. 

Accrued Income at Date of Death— 
AJl income for the year in which the 
decedent dies must now be accrued up to 
the date of his death and must be re- 
ported for income tax purposes in the 
decedent’s final income tax return. This 
has worked a particular hardship on cer- 
tain taxpayers who may perform services 
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in one year and not receive their com- 
pensation until a later year, as might 
be the case with such professions as law- 
yers, accountants, engineers, etc. The 
proposed remedy would tax such income 
to the one actually receiving it after 
the decedent’s death, and in the year 
actually received. 


Alimony Payments—That portion of a 
husband’s income used to pay alimony is 
now taxed to the husband, the divorced 
wife receiving her payments tax free. 
The Committee’s proposal would allow 
the husband to deduct alimony on his 
income tax return and tax it to the di- 
vorced wife. 

Recoveries of Bad Debts—For one rea- 
son or another some taxpayers have re- 
ceived no tax benefit for the deduction 
of bad debts, but if in a later year they 
have recoveries on such debts, the amount 
so recovered is itself taxed. The pro- 
posed remedy is to exempt such recov- 
eries from taxation if in the year the 
bad debt had been charged off no actual 
tax benefit had been enjoyed. 

Basis of Assets Acquired From A De- 
cedent—The Treasury Department had 
proposed that in the event of a sale of 
capital assets by the executors or heirs 
of a decedent, the cost base should be the 
same as it was in the hands of the 
decedent, instead of the value of such 
assets as of the date of his death. In 
many cases this would subject to capital 
gains tax an appreciation in the value 
of such assets which, under the present 
law, is not subjected to such taxation. 
The Ways and Means Committee has not 
approved this proposed change. 

No one yet knows what the final terms 
of the new tax bill will be, but there is 
some satisfaction to the taxpayer in this 
evidence of an attempt to eliminate cer- 
tain administrative inequities of long 
standing. Tax rates must go up and 
exemptions must go down—that is a 
War “must,” but there is no “must” 
about leaving in our complicated tax 
code the many provisions which deal un- 
fairly with the taxpayer, either because 
of the direct effects of the way the law 
is written, or because it allows a favored 
few taxpayers who can afford “expert” 
assistance to escape through some loop- 
hole. 
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The foregoing “hopes” represent only 

a few such points taken up by the House 

Committee—there are many others, and 

it is hoped that there will be many more 

before the Bill is signed by the President. 
* * * 


MULTIPLE TAXATION BY STATES— 
AND A CAUTION: 


HE two Utah cases recently handed 

down by the United States Supreme 
Court (Aldrich and Untermeyer)* are 
causing the same wide comment as two 
other decisions of the same Court in 
1939 (McCanless and Elliott).** The 
main point of these decisions was that 
more than one state may impose inheri- 
tance taxes on the same piece of in- 
tangible property. 

However, before people allow them- 
selves to be stampeded into unnecessary 
action, they should have their attorneys 
carefully investigate the laws of the 
states which may be concerned. The 
main effect of these decisions is that 
more than one state may tax the same 
piece of property. However, this does 
not mean that all of the states do it or 
will do it. According to a well-known 
reference work on taxation, it is pointed 
out that about 41 states do not tax in- 
tangible property of non-residents or 
have reciprocal exemptions — (if you 
won’t tax our residents, we won’t tax 
yours). 

For example, take the case of a res- 
ident of New Jersey who has his secur- 
ities in a trust account in a New York 
bank. The United States Supreme Court 
has said that both states may levy an 
inheritance tax on this same property, 
but the Constitution of the State of 
New York prohibits such double taxation. 

It is possible, of course, that the laws 
of some states may be changed as a re- 
sult of these decisions, but it is not 
deemed likely as to those states that have 
more to lose than to gain by driving bus- 
iness out to another state. It is impor- 
tant, however, that individuals who have 
intangible property interests in states 
other than that of their residence, should 
secure competent legal opinion regard- 
ing existing laws and future changes. 


*See May 1942 Trusts and Estates, page 535. 
**See June 1939 Trusts and Estates 673 and 785. 





Tax Accounting for Common Trust Funds 


Notable Progress Made in Simplification of Procedure 


H. D. ROSCHEN, JR. 
Trust Investments Division, Girard Trust Company, Philadelphia, Pa. 


NDER Section 169 of the Federal 

Revenue Act of 1936, as amended in 
1938, the income of a common trust fund 
is accorded a special status whereby it 
is taxable only to the participants in the 
Fund. Under prevailing regulations re- 
turns are filed on the Fiduciary Return 
Form (No. 1041), there being no special 
form for common trust funds. 

The first return must be accompanied 
by a copy of the Plan. All returns must 
be accompanied by copies of any amend- 
ments to the Plan, adopted within the 
taxable year, and a list of the partici- 
pants in the Fund, their names and 
addresses and their proportionate shares 
of ordinary net income and long and 
short-term capital gain or loss. 


Income Tax Accounting 


HE primary governing principle of 

the accounting method is that the pro- 
portionate interests of the various par- 
ticipants change on each valuation date, 
and therefore the common trust fund 
year, whether it be fiscal or calendar, 
must be divided into periods represent- 
ing the time between valuation dates, 
during which no admissions or with- 
drawals of units are made. Most of the 
funds now operating use quarterly valua- 
tion dates; therefore, in the explanations 


This article is the third of a series. 
See March issue, page 281, and April, 
page 403, for previous instalments. 


which follow, quarterly dates will be as-* 
sumed. 


In the treatment of income most of the 
common trust fund plans now in opera- 
tion prescribe the accrual method, that 
is: interest is accrued on a day to day 
basis; dividends on stocks are recorded 
on a “cash” basis, the “stock of record” 
date governing the allocation of divi- 
dends to the participating accounts. Ow- 
ing to the quarterly change of each 
trust’s proportionate share of the Fund, 
it is necessary to superimpose a set of 
accounts on the records of the partici- 
pating trusts. At first this can be done 
by using the regular trust forms, treat- 
ing the Common Trust Fund as a revoc- 
able trust and closing the income account 
each three months. Thus, interest would 
be accrued on the “master” sheets and 
classified into the various tax status 
groups. At the end of the three months 
period each class of accrued interest 
would be totaled and each total divided 
by the number of units of the Fund out- 
standing during the period. Each of 
these quotients would be applied to each 
participant’s income tax record and mul- 
tiplied by the number of units of the 
Fund held by the respective participants. 
The resulting figures would disclose each 
participant’s share of the interest earned 
by the Fund during the three months 
period, broken down into the different 
tax classes. 
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Some trustees have adopted special 
work sheet forms as an intermediate 
record for each participant’s income tax 
analysis as to the Fund. Such sheets, 
while not indispensable, and although 
they increase the amount of postings, are 
useful in checking the correctness of the 
records. When the Fund has grown so 
large, however, that the intermediate 
records necessitate thousands of extra 
entries, it would be advisable to con- 
sider using a tabulating machine to do 
the work. 


How Dividends Are Treated 


IVIDENDS are recorded as of the 

dates when the books of the various 
issuing corporations are technically 
“closed” on the most recent date follow- 
ing the latest dividend declarations of 
the respective stocks held in the Fund. 
Thus, if XYZ Corp. declared a dividend 
to stockholders of record December 15, 
1941, all of the participants in the Fund 
on that date would be credited with their 
proportionate shares in the Fund on that 
date, regardless of when the dividend 
check is received in the Fund. 


Mention is made of the Chronological 
Apportionment Method of recording in- 
come (also called “allocation method,” 
or “cash method.”) This is the record- 
ing of all income as it is received, and 
not as accrued, and then allocating the 
income to the period in which it was 
earned. Suffice it to say that the result 
in reportable income is the same as that 
shown by the accrual method over a pe- 
riod of time. The method of apportion- 
ing the share of each participant is the 
same, once the income received has been 
credited to the period in which it was 
earned (as to interest) or the entitle- 
ment thereto became effective (as to 
dividends). Since the Common Trust 
Fund accountants have for the most part 
rejected the Chronological Apportion- 
ment Method and only two trustees use 
it, so far as I know, it is not of general 
importance now. If your Fund is 75% 
in bonds, you will probably use the Ac- 
crual Method, whereas, if the Fund is 
only 30% in bonds, you should ex- 
amine the Chronological Apportionment 
Method. 
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No general recommendations as to 
Common Trust Fund tax procedure are 
advisable. The main requisite is to have 
a good tax accountant in charge of the 
work, who can assimilate the general 
principles and rulings, and translate 
them into intelligible records for the 
trustee. 


Treatment of Capital Gains and Losses 


HE basic principles applicable to 
capital gains and losses are summar- 
ized as follows: 

1. The Fund is treated as if it were 
a revocable trust and the participants 
were the settlors. 

2. Classification of long and short-term 
gains or losses is based on length of time- 
the stock or bond was held in the Fund; 
not the length of time each participant 
was in the Fund. 

3. The cost basis of the bond or stock 
sold is the cost to the Fund, not the mar- 
ket value on the date the various units 
were issued, nor any other basis. 

4. Although the Fund is considered an 
entity for capital gain and loss purposes, 
it is not permitted the benefit of the net 
short-term loss carry-over; however, if 
any participant individually shows a net 
short-term loss, that participant is en- 
titled to the carry-over, the same as if 
such loss were sustained directly. 

5. Gains and losses on actual capital 
transactions are computed for periods 
between valuation dates, (when there: 
are no changes in the outstanding units) 
the same as income. 

It is possible that the Revenue Act of 
1942 may make some changes. For ex- 
ample, I believe that a proposal has been 
made to simplify the capital gain and 
loss provisions by imposing a flat rate: 
of 10% on all net capital gains on the 
full amount thereof, regardless of length 
of time the securities were held, allow- 
ing losses only as deductions from gains. 
Such a change would not disturb the 
basic principles of Common Trust Fund 
tax accounting any more than any other 
kind of Federal income tax accounting, 
and would probably place all gains and’ 
losses in one category which would be 
similar to the present status of short- 
term gains and losses. Nevertheless, the- 
foregoing five points should be checked’ 
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with the 1942 Act, and the necessary ad- 
justments made. 


Formula to Apply 


HE following formula may be ap- 
plied in computing the gain or loss 
on a security sold in the Common Trust 
Fund during a quarterly period, as ap- 
portioned to a given participant: 
Proceeds of sale less cost (or vice 
versa if loss) equals actual gain (or 
loss), which multiplied by 100%, 66 2/3% 
or 50% (depending on length of time 
held in the Fund) equals reportable gain, 
(or loss) which, divided by number of 
units outstanding during the period gives 
the reportable gain (or loss) per unit; 
multiply this quotient by the number of 
units held by the participating trust, 
and the product equals the proportionate 
share of the gain (or loss) reportable 
by the participating trust on its own tax 
record. 


For convenience the following form- 
ulas may be helpful: 


X=reportable gain for participant (to be cal- 
culated) 

S=proceeds of sale of stock or bond 

C=cost of stock or bond 

U=number of units of Fund outstanding. 

V=number of units held by participant. 


Capital gains and losses incurred 
through the Common Trust Fund may 
be posted directly to the participant’s 
regular income tax record at the time 
calculated, or the work sheet which is 
used for regular income items may pro- 
vide spaces for capital gains and losses, 
so that the participant’s record for the 
entire four quarters may be balanced 
and posted to regular tax sheets in sum- 
mary form at the end of the year. 


595 


Larger trust institutions requiring a 
great volume of entries usually make 
use of tabulating machine cards which 
are accumulated during the year and run 
off on the printer at the end of the year, 
providing not only the posting record for 
the regular trust tax forms, but also 
those participants’ records which must 
be submitted with the tax return. 


Withdrawal of Units 


HE tax phase which has done most 

to frighten trust men considering 
the Common Trust Fund is the problem 
of withdrawals. While a participant 
holds units in the Fund, the capital gains 
and losses taken in the Fund itself are, 
as has been indicated, reported propor- 
tionately for the participant and the tax 
paid by the participant on the net gain. 
But suppose that a participation is with- 
drawn and there is a difference between - 
the unit value then and that at the time 
of participation. How is this treated? 
The Common Trust Fund realizes no 
gain or loss by the admission or with- 
drawal of a participant, but the with- 
drawal of any participating interest by 


a participant has the status of a sale or 
exchange of such interest by the partici- 


pant. If the gain or loss to the partici- 
pant could be computed by merely taking 
the difference between the cost and sell- 
ing price of the units, the calculation 
would be simple. However, the cost 
price of the units withdrawn must be 
adjusted to give effect to the gains and 
losses realized by the sale or exchange 
of securities while the participant was 


1. Internal Revenue Code, Sec. 169 (e). 


Trust institutions and attor- 

neys in other states with 

business questions about 

Delaware trust matters fre- 

quently save time by writing 
the Equitable. 


EQUITABLE 


TRUST COMPANY 
WILMINCTON,. DELAWARE 
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in the Fund, to prevent the payment of 
further tax on any gain on which the 
withdrawing participant has already 
been taxed, or receiving the benefit of 
a loss which has already been used on 
the participant’s tax return. 

Given a situation wherein all the units 
of a participant were acquired at the 
same time and withdrawn at the same 
time, the cost price would be adjusted 
simply by adding the net gain reported 
during the life of the trust’s participa- 
tion in the Fund, or subtracting the net 
loss. There are three other possible sit- 
uations: (1) entire participation ad- 
mitted on one valuation date and with- 
drawn at different times; (2) participa- 
tion admitted on various valuation dates 
and withdrawn altogether on one valua- 
tion date; (3) participation admitted on 
various dates and withdrawn on various 
dates. 

As long as the withdrawal is com- 
plete, the partial admissions from time 
to time offer no obstacle in adjusting the 
cost bases, provided each group of units 
acquired by the participant is earmarked 
as to date of issue. The partial with- 
drawals are the most difficult cases, be- 
cause there are remaining units the cost 
base of which must be adjusted. When 
I wrote on this subject over a year ago, 
this procedure involved extremely bur- 
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1941 
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1941 
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Jan. 
Apr. 
July 


1940* 
1940 
1941 
1941 
1941 
1941 
1942 
1942 
1942 
1942 
1943 
1943 


31, 
31, 
30, 
31, 
31, 


Aug. 
Nov. 
Feb. 
May 
Aug. 
Nov. 
Feb. 
May 
Aug. 
10. Nov. 
53. Feb. 
12. May 


-_ we © 


- 


[2 IM ge PO 


nial ott. 2 ee 


_ 


Purchase 


TRUSTS and ESTATES—June 1942 


densome calculations, but since that time 
tables have been devised which have re- 
duced the work considerably, and the 
problem has been greatly simplified. 


OR illustration, the following hypo- 
thetical case is present (see table) : 
Let us assume that John Doe Trust 
acquired 400 units at 9.75 on Feb. 1, 
1941 (period No. 3) and 250 at 9.70 on 
May 1, 1941 (period No. 4). Just prior 
to Nov. 1, 1942, it was found necessary 
to withdraw 500 units, and it was de- 
cided to withdraw units showing the low- 
est acquired prices. Therefore all the 
units acquired May 1, 1941, and 250 of 
the units acquired Feb. 1, 1941, were 
withdrawn at 9.75 on Nov. 1, 1942. For 
the 250 units acquired May 1, 1941, here 
is the calculation from the table: 


Step 1.—Cumulative adjustment 
(Col. C) at time of withdraw- 
al (11/1/42) *—(gain) 

Step 2—Cumulative adjustment 
(Col. C) at close of period im- 
mediately prior to date of ac- 
quisition (5/1/41)—(loss) __ 


Step 3.—Difference—(gain) = 347 
Step 4—Add gain (subtract if 
loss) to acquired price _____. 9.700 


10.047 


Adjusted cost price per unit_ 








A. B. C. 


Cumulative 
Adjustment 
Per Unit 


Loss 


Adjustment 
Per Unit 


Loss 


Price 
Gain Gain 

10.00* 

9.85 

9.75 

9.70 

9.80 


260 


Column A is the valuation per unit at the beginning of the period. Column B is 
the gain or loss per unit reported for the Fund for the period. Column C is a cumula- 


tive balance of reported net gains or losses from the inception of the Fund. 


of Fund. 


*Opening 
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Step 5—Multiply by number 
units sold 


Total adjusted cost of 250 
units 

Step 6.—Subtract 
withdrawal 


$2,511.75 
proceeds 


2,437.50 


Adj. gain (or loss) on with- 

drawal —(loss) 74.25 
Step 7.—**Classify as to long or 

short-term; these units held 18 


months; therefore short-term 
loss reportable @ 100% 


* As of 10/31/42 
**Depending on prevailing Revenue Act. 


Apply the same method to 250 of 
the 400 units acquired Feb. 1, 1941. 
The remaining 150 units need not have 
their cost base adjusted until they are 
withdrawn. The results would be posted 
to the participant’s income tax record for 
the years in which the units were with- 
drawn. 


A copy of the table, kept up to date by 
quarterly periods, should be in the hands 
of all tax clerks handling trusts par- 
ticipating in the Fund. It would also be 
helpful if these clerks used a printed 
form set up to state the instructions and 
provide spaces for the figures involved 
in the foregoing schedule of seven steps. 
This is especially recommended under 
present conditions when the war is caus- 
ing a scarcity of clerical help. 


Tax Bogey Less Fearsome 


N the Common Trust Fund the signs 

are hopeful, even in the most depress- 
ing phase of operation—Federal income 
tax accounting. In only two and one- 
half years of Common Trust Fund exper- 
ience, the professional accountants and 
mathematically inclined trust men have 
devised simplifications which should les- 
sen operating costs and facilitate the 
wider use of the Fund. The exodentists 
have been at work on the old werwolf, 
Tax Phases of the Common Trust Fund, 
and he is not as tough as he used to be. 


If the trust man still feels depressed 
after reading this article, let him reflect 
on the industrialist enmeshed in the red 
tape of a war economy, and recall the 


California’s Lockheed P-38 Interceptor 


Largest 
TRUST COMPANY 
in the Golden State 


GQ pousrri- Finer NATIONAL 
BANK OF LOS ANGELES 


MEMBER FEDERAL RESERVE SYSTEM * MEMBER 
FEDERAL DEPOSIT INSURANCE CORPORATION 


PSL SILL ~~~ ~~~) 


case of the Cleveland company which, in 
order to fill a Government contract for 
$40.90 worth of electrodes, had to ob- 
tain 199 priorities, the application for 
each requiring two signatures and three 
sheets of letter paper, making 597 sheets 
in all. 


Los Angeles Council Elects Woodward 


At a meeting of the Life Underwriters 
and Trust Council of Los Angeles held May 
18, the following officers were elected: 
President, L. N. Woodward of the Bank of 
America; Vice President, W. L. Murrell of 
the Mutual Benefit Life Insurance Com- 
pany; Secretary, F. H. Kerns of the Union 
Bank and Trust Company; Assistant Secre- 
tary, Harry O. Miller of the Citizens Na- 
tional Trust and Savings Bank. 

Monthly meetings of the Council will be 
resumed in the fall with emphasis upon the 
development of technical fact with authori- 
ties from outside the Council, as well as 
those within, drafted for the program. 
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How Auditors Can Assist in Trust Administration 


E. P. NEILAN 
Associate Trust Officer, Security Trust Company, Wilmington, Delaware 


UNDAMENTALLY, an _  auditor’s 
duties fall into four general classes: 


. To safeguard and control assets. 

. To verify and control liabilities. 

. To verify and control income and 
expenses. 

. To improve operations, effect 
economies and forecast operating 
results by means of special stu- 
dies and reports. 


In the application of these duties to 
the trust department, they must con- 
cern themselves with three types of 
functions, each of which is usually fur- 
ther subdivided into personal and cor- 
porate aspects. These functions are: 


1. The liquidation of estates. 

2. The administration of trusts and 
guardianships. 

3. The performance of agencies. 


A. Asset Control 


Control of assets at the inception of 
an account may be achieved in personal 
trust relationships somewhat as fol- 
lows: In the liquidation of estates, an 
auditor is present at the opening of 
safe deposit boxes of decedents to make 
an independent inventory of the items 
therein, or, if this is not possible, the 
assets received are checked against the 
inventories required by the probate and 
tax authorities. In trusts under will, 
the assets received may be checked 
against the executor’s final account; in 
trusts under agreement, the assets 
should be listed as part of the agree- 
ment and verified with the trustor in- 
dependently. In guardianships, the 
petition to the court should cite the 
property of the ward for which a guar- 
dian is needed, while in agencies the 
agreement should record the assets 
which the auditor should verify with 
the principal independently. 


From address at Philadelphia Conference of 
Bank Auditors & Comptrollers. 


Control of assets at the inception of 
a corporate account follows similar 
methods. In the liquidation of business 
estates, where the trust department may 
be assignee for creditors, receiver or 
trustee in bankruptcy, verification may 
be made with the official records of the 
company or with the court records in 
the particular case. In trusts and 
agencies, verification of assets received 
may be made directly with the company 
which has created the relationship. 


Control of assets once reduced to pos- 
session is largely a question of a good 
system of vault records, properly fol- 
lowed up and checked. “In and out” 
tickets to record the daily transactions 
must be subject to audit scrutiny to 
verify the proper delivery of each item 
and to see that adequate funds are re- 
ceived in the proper account, in case of 
sale, or that delivery is made pursuant 
to the instrument under which the item 
was held and proper receipt and release 
is given for each item. All items should 
clear promptly and any exception to 
the rule must be checked carefully. 


The auditor must also check on the 
termination of any account to be cer- 
tain that assets have been delivered as 
required to the proper parties in ex- 
change for the necessary receipts and 
releases. 


B. Verifying Liabilities 


In the liquidation of personal estates, 
no unusual liabilities arise unless the 
trust department fails to assemble the 
assets, neglects to safeguard them, or 
delays in liquidating them, and by its 
failure, neglect or delay, subjects the 
particular estate to unnecessary loss. 
Liabilities may arise also from the 
acceptance and payment of improper 
claims; the payment of inferior claims 
or charges to the detriment of superior 
or prior ones, and by distributions to 
the wrong parties. In the liquidation 





TRUST OPERATIONS 


of business estates, similar conditions 
attain. 

The auditor should insist that all 
parties handling such. accounts are 
familiar with their duties and the re- 
quirements of the law as to the order 
in which claims are to be paid. Of 
course, the auditor must know this law 
also. A form of account review or re- 
capitulation should be adopted to show 
the assets and claims, and indicate the 
progress made in settlement. This form 
should be submitted to the Trust Com- 
mittee not less than three months after 
the acceptance of the account and every 
ninety days thereafter to the auditor 
for review. The auditor should check 
the effort devoted to disposing of per- 
ishable goods, brokerage accounts and 
collateral loans, all of which are vola- 
tile in nature, and from which most 
liabilities arise* 


Controlling Liabilities As to Trusts 


The auditor may control liabilities in 
either of two ways. The preferable 
method is a record of all accounts in 
which investments are restricted to 
legals and a record of all accounts with 
special restrictions. All new invest- 
ments in these accounts are checked to 
the legal list or to the special restric- 
tion to make certain that the invest- 
ment is proper. The other method in- 
volves checking the periodic reviews of 
each account or spot-checking groups 
of accounts from time to time to deter- 
mine that all purchases qualify. The 
disadvantage of this second method lies 
in the lapse of time which gives greater 
opportunity for losses to occur. 

Administrative duties such as provi- 
sions requiring the payment of certain 
taxes or building and loan dues, or life 
insurance premiums, must be subject 
to special attention. Tickler systems 
are useful in keeping these items under 
control. 

The duty of absolute loyalty is im- 
portant. Many institutions have in the 
past sold their own assets, usually mort- 


*Austin Scott of Harvard states that the books 
are full of cases in which the executor has been 
held liable for losses as a result of not selling 
soon enough, but that there is no single case to 
his knowledge, in which the executor has been 
held liable for losses because of selling too soon. 
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gages, to trusts. Many others retain 
considerable amounts of their own 
stock in trusts. While the good faith 
of the trust department is seldom ques- 
tioned, the consequent divided loyalty 
may result in liabilities. No institution 
would sell a mortgage to a trust today 
but where such items exist from prev- 
ious years, the auditor must see that they 
receive special attention until paid or 
distributed. As to stock of his own 
institution, the auditor should control 
this item by special reports designed to 
remind the investment division and the 
trust committee of the divided interest 
which it may represent and to encour- 
age the disposition of such shares. 


Liabilities arising from the duty to 
preserve the trust property invite the 
auditor to consider the condition of 
assets, particularly mortgages. Period- 
ic reports on tax delinquencies or mort- - 
gages which fail to qualify for trust 
investment, with emphasis on those 
which are not being amortized, appear 
desirable. 


The duty to make trust property pro- 
ductive requires the auditor to include 
reports on any principal balances avail- 
able for investment and uninvested for 
more than a reasonable period of time, 
possibly ninety days in most depart- 
ments. Reports of non-income produc- 
ing real estate, stocks, defaulted bonds, 
and delinquent mortgages are all de- 
sirable to avoid and control liabilities, 
which might otherwise arise. 

(Mr. Neilan also considered other 
duties of the sixteen mentioned by the 
Restatement of Trusts, which consti- 
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tute a good list against which the audi- 
tor can check performance.—Ed.) 


C. Controlling Income and Expenses 


Commissions should be controlled as 
to source, rate and recurrence. Con- 
trols would seem to require a minimum 
division into five groups: executor and 
administrator fees, termination fees as 
non-recurring, personal trust income 
commissions, corporate trust commis- 
sions and special fees, such as mort- 
gage service charges and income tax 
charges. A system devised to furnish 
information on a comparative basis both 
as to source, year, and similar institu- 
tions is desirable, if available. 


D. Special Studies 


In recent years, the auditor has been 
encouraged to assume responsibility for 
making cost analyses and time and mo- 
tion studies as a basis for a program 
of work flow, forms or routine in the 
trust department. Research as a basis 
for trust policies and activities has also 
been added to the responsibilities of 
trust audit work. 


One western company’s audit staff 
has made studies of trust income, 
grouping its results as to size of income 
received, with the results serving as a 
basis for adjusting fees. The same 
audit department made a study of pro- 
bate records for ten years to advise the 
management of its relative success in 
general and with competing trust com- 
panies. This same staff makes an 
annual check of security analyses to 
see that every trust investment is cov- 
ered and the report noted in the minutes 
of the appropriate committee. 

As another example the success of 
the trust department in liquidating 
decedents’ estates is of interest to the 
management. How can the auditor 
guage this success? There is no accur- 
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ate answer, although the number of 
estates which remain open more than a 
normal period is indicative. Perhaps 
a special study of such a situation 
might save the institution future em- 
barrassment, or result in a more equal 
distribution of responsibility. 


War Insurance 


Banks, trust companies and other finan- 
cial institutions can obtain insurance cover- 
age against loss or damage to securities and 
other valuables resulting from enemy action, 
under the plans set up by the War Damage 
Corp. Although the War Damage Corp. 
policy excludes such risks from coverage, 
the scheme provides that by a special in- 
dorsement loss or damage to securities and 
other valuables can be insured. 


The ruling principle of the coverage is 
that indemnity against loss of securities is 
provided to enable the institution to recover 
the securities. Indemnity is designed to pay 
the expenses of legal fees, advertisements 
and the obtaining of a duplicate certificate. 


The rate on securities and other valuables 
is $1 for each $1,000 of the amount of in- 
surance indicated in the schedule of insur- 
ance shown on the application. There are 
two classifications of risks. On securities 
and other valuables kept at the insured’s 
residence, the amount of insurance must be 
$100, which is 10 per cent of an arbitrarily 
estimated value of securities or valuables at 
$1,000. This is the only basis upon which 
such indemnity is offered. 


Where the securities or valuables are with 
a financial institution, either in a safe de- 
posit box or otherwise, or are held by a 
financial institution as owner, custodian or 
fiduciary, insurance is available either to 
the owner or to the financial institution and 
the insured may estimate the market value 
on the basis of the maximum amount of 
securities or valuables he expects to have 
on deposit at any one time while the policy 
is in force. The amount of insurance must 
always be 10 per cent of the estimate stated 
in the application. 


COMPLETE TRUST SERVICE IN GEORGIA 
through ten offices in six cities 


Z) THE CITIZENS & SOUTHERN NATIONAL BANK 








The Real “Science” of Investment 
Some Effects of War, and Scientific Research Developments 


JOHN S. CROUT 
Battelle Memorial Institute, Columbus, Ohio 


HE Trojan horse of ancient fame 

is one of the earliest examples of 
war’s powerful stimulus to the in- 
ventive genius of man. 


In modern times, a nation organ- 
izes its scientific talent as effectively 
as its military forces. Our govern- 
ment has established a vast national 
agency to coordinate and direct all 
available technical research men to- 
wards objectives designed to give our 
armed forces superiority in equip- 
ment, munitions, rations, and every 
conceivable item which will hasten 
victory. 

As our enemies pursue a similar 
course, this battle between the keenest 
scientific minds of the world will have 
permanent effects upon investment 
policies, as they render obsolete pres- 
ent materials and practices, and pro- 
mote the use of new products and 
methods. 


How It Works 


S an example: prior to World War 
I, Chile enjoyed prosperity through 
its virtual monopoly of a supply of nat- 
ural sodium nitrate required for the 


production of explosives and widely 
used as a fertilizer. Realizing that the 
British navy could effectively blockade 
Germany from a supply of this mate- 
rial, the government of Kaiser Wilhelm 
subsidized the development of a pro- 
cess for recovering nitrogen for explo- 
sives from the air. 

Because this (Haber) process pro- 
duced nitrogen at a low cost, these 
plants were erected in many countries 
following the war. Naturally, these 
plants displaced Chilean nitrate and 
this country lost a major portion of its 
export business. This had a disastrous 
effect on its internal economy and in- 
vestments of all kinds in that nation 
depreciated. 

This lower cost synthetic nitrogen, 
however, reduced the price of fertiliz- 
ers. Hence, investments in some farm 
lands which were able to capitalize on 
this development were enhanced. But 
the producers of ammonium sulfate in 
the by-product coke oven plants saw 
their material decline from $60.00 to 
$27.00 per ton and suffered a loss of 
revenue which has never been recov- 
ered. 

However, the investors in those com- 
panies which took advantage of the op- 
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portunity to build synthetic nitrogen 
units were enriched by the foresight of 
their managers. 

And this was not all. Some of these 
synthetic nitrogen plants used hydro- 
gen made from water gas. This gas 
also contained carbon monoxide which 
poisoned the ammonia catalyst. To 
eliminate this, another catalyst was 
used which converted the carbon mon- 
oxide and hydrogen to methanol or syn- 
thetic wood alcohol. 


In 1923, natural wood alcohol made 
by the distillation of wood cost 60c per 
gallon. The price began to decline 
with competition from the synthetic 
product imported from Germany and 
when domestic production of the syn- 
thetic methanol began in 1930, the price 
further declined to 32c. Few wood dis- 
tillation plants were able to survive 
this competition and today such plants 
are a rarity, investments being a total 
loss in some cases. 

Cheap methanol, however, made 
available a low cost formaldehyde 
which was in demand by the then in- 


fant plastics industry and thus con- 
tributed to its growth. 


Immense Value of Correlation 


T is evident that neither the German 

government nor Haber and his asso- 
ciates set out to effect these dislocations 
in so many fields, or gave the economic 
consequences of their discovery a single 
thought. But those organizations which 
correlate technical developments with 
economic consequences were able to 
project what might occur to existing 
markets and processes as soon as they 
knew the details of operation of the new 
process. And these organizations en- 
hanced the investments of their stock- 
holders by action based upon that 
knowledge. 

The present national effort to free 
ourselves from dependence on natural 
rubber is an experiment vastly greater 
than Germany’s to free herself from de- 
pendence on Chilean nitrate. 

In the first place, the question arises 
as to whether synthetic rubber can 
compete in price with the natural pro- 
duct in a post war world. If not, the 
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experiment is a move for national de- 
fense and will be charged off as such. 


Synthetic Rubber Changes 


By. if it can compete, what of in- 
vestments in natural rubber plan- 
tations, in processing plants, in export 
and import facilities? As to ingred- 
ients which go into manufactured nat- 
ural rubber but are not required by 
synthetic rubber will the producers be 
able to change over to new products or 
markets? 

Will the processors and fabricators 
require new equipment, new knowledge, 
new techniques, new personnel? Are 
the methods of reclaiming synthetic 
rubber identical to those used for re- 
claiming the natural product? These 
are not questions which can be an- 
swered by his attorney, his banker, his 
sales executive, or his accountant. 
They can be answered only by the tech- 
nicians familiar with the chemistry of 
rubber, who must first go to their re- 
search laboratories. 


Light Metal Challenge 


N the field of metals a foundation is 

being laid for some far reaching eco- 
nomic dislocations. Prior to this war 
we never produced more than 150,000 
tons of aluminum per year which sold 
for 20c per pound; our maximum pro- 
duction of magnesium never reached 
6000 tons per year and commanded a 
minimum of 27c per pound. By the end 
of the war, aluminum production may ex- 
ceed 1,000,000 tons per year; the price 
is now 15c per pound and may be lower. 
Magnesium production may be 300,000 
tons or more per year. 


These metals weigh only 1/5 to 1/3 
as much as steel. Weighing only two 
or three times as much as plastics they 
are three to four times as strong. To 
what extent will they alter the design 
of transportation, of office and factory 
equipment, vacuum cleaners, washing 
machines, motors, electric fans, house- 
hold utensils, and other products? 

As an illustration, one manufacturer 
made a standard one-horse power motor 
which, with conventional materials, 
weighs seventy pounds. Using these 
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You Can’t Get Away 


from the Facts... 


—But the facts can get away 
from you! 


OR this reason, information of all kinds is essen- 

tial to intelligent action today — particularly 
specific information about the conditions govern- 
ing the job in hand. The institutional buyer of 
bonds, for instance, wishes information about the 
individual securities he buys—but this, important 
as it is, is not sufficient. He needs, too, information 
concerning market conditions at the time he buys 
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Our firm offers vital assistance to institutional bond 
buyers in this important respect. Because we buy 
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tion to know market conditions—even when we 
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lighter products, he now makes a simi- 
lar motor which weighs only seven 
pounds. 


The Coming Battle for Markets 


HILE their main objective today 

is the production of their metals 
for the winning of the war, far sighted 
managements realize the necessity of 
winning the peace as well by assuring 
continuous employment in the post war 
era. They are, therefore, seeking new 
uses for their products and developing 
new processes and alloys to keep pace 
with the competition which is certain 
to ensue. 

Just. how effective these counter 
measures will be will not be revealed 
until the battle for the markets of peace 
isin fullswing. However, the research 
technicians engaged in this work will 
have thorough knowledge of the tech- 
nical advantages and economic oppor- 
tunities open to each metal long before 
those facts will become public. 

In the field of chemistry another ser- 
ies of transitions are occurring. To 
cite one example: the sole source of 
toluene until a year ago was the light 
oil obtained by the distillation of coal. 
Today petroleum refineries are produc- 
ing this material in volumes far in ex- 
cess of anything realized heretofore. 
Chemists have known for years that this 
process was technically and economi- 
cally feasible whenever a_ sufficient 
market existed for the volume which 
could be produced. It has taken a war 
to supply that market but the process 
will remain when that war has ended. 


Diversification of Products 


IMILARLY are chemists finding new 

substitutes for critical and imported 
products not now available for civilian 
use. While some of these will revert 
to oblivion when peace arrives, others 
will dominate the markets they have 
usurped. 

In another direction, it is reasonable 
to anticipate a further extension of the 
now apparent tendency of companies in 
one industry to branch off into new 
fields. Thus the war effort is expand- 
ing petroleum refiners into the synthe- 
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tic rubber and the chemical industry; 
is converting automobile producers in- 
to manufacturers of aeroplanes; is es- 
tablishing refractory manufacturers in 
the metal producing business; and is, 
in fact, causing almost all producers 
and processors to enter new fields and 
learn new techniques. 

To put their newly acquired knowl- 
edge and skill to best advantage with 
the arrival of peace, they will undoubt- 
edly utilize applied industrial research 
to an even greater extent than before. 


Research As Investment Insurance 


HEREAS research was a profit- 

able novelty following World War 
I, it can be expected to become a basic 
necessity following World War II. The 
vast economic expansion which followed 
World War I permitted numerous com- 
panies to prosper without employing 
research. This tool of management 
proved its worth during the depression 
period when it produced new materials, 
new processes and new products which 
saved the economic lives of numerous 
concerns. 

In the aftermath of World War II, 
applied industrial research will be in- 
dispensable to managements’ which 
must deal with the technical improve- 
ments and changes now being created 
for the war effort. It will be the me- 
chanism by which management will 
translate these developments into new 
sources of revenue and profit. 

Investment management may profit- 
abily undertake a comprehensive study 
of industrial research; may determine 
for themselves the line of demarcation 
which exists between sound and falla- 
cious research; and may examine, with 
the help of competent research institu- 
tions, their own investment portfolios 
to see how current technical develop- 
ments may effect them. Such a study 
may well be an insurance which can be 
purchased in no other form. ° 


Odd Lot Transfers Exempted 


New York has finally exempted from its 
stock transfer tax odd-lot transactions. 
Ch. 981. 
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Five Answers to Personnel Shortage 


EDWARD L. MAAS 


S far as the preservation of principal 

is concerned the solution for trus- 
tees under present conditions would be 
to have all or a major part of the port- 
folios in prime quality bonds, preferably 
United States Treasury obligations which 
at the moment are comparatively attrac- 
tive.* Unfortunately, this is impractical. 
The income beneficiary, to whom the 
trustee is also responsible, could not in 
most instances be satisfied with the low 
return available from these bonds, espec- 
ially under present high living costs and 
taxes. In the last World War and post 
war periods, as well as in the depression 
years of the early 1930’s, high grade 
bonds at least provided a return which 
entailed no great sacrifice on the part of 
beneficiaries. 


In addition, the mechanics of handling 
and following investment accounts have 
only begun to be a serious problem, 
caused by lack of manpower at a time 
when it is most needed. Financial in- 
stitutions have begun to lose trained in- 
vestment men to the armed and govern- 
mental services and war industry and the 
full implication of this migration prob- 
ably has yet to be witnessed. In many 
businesses, with a moderate amount of 
training, women can be effectively util- 
ized to replace men. Investment work, 
however, is highly specialized and re- 
quires an extensive educational back- 
ground as well as experience. 


Substitution and Consolidation 


OLUTION to the current and pros- 

pective operating problems must pre- 
cede the purely investment phase. In 
this respect the following proposals may 
be helpful: 

1. Women should be more extensively 
employed, preferably now while there 
are still sufficient men on hand to provide 
at least some training, to perform the 
more mechanical duties involved, leaving 
the key older men to devote themselves 


*See page 515 of May 1942 issue of T. & E. 


almost entirely to the purely investment 
problems, including general policy mat- 
ters. These women could handle many 
details such as writing letters, pricing 
accounts, compiling basic statistics, etc. 
There are, of course, letters and reports 
that would require investment exper- 
ience. Even here women could be of 
great assistance in assembling the re- 
quired data. An investment personnel 
built in this fashion could not reason- 
ably be expected immediately to perform 
as satisfactorily as that now in existence. 
Nevertheless, there seems to be no better 
solution under the circumstances. 


2. More attention should be given to , 
consolidating securities of accounts in- 
dividually and as a whole. Accounts hav- 
ing a disproportionate number of issues 
could be reduced without harm. For ex- 
ample, in an account there may be repre- 
sentation in several financially compar- 


able companies operating in the same in- 
dustry which could be consolidated into 


one or two. There has been a tendency 
to overdo diversification, which in itself 
does not insure satisfactory performance. 
Moreover, by restricting to a reasonable 
number the securities to be purchased 
and held in accounts as a whole it would 
greatly facilitate the problem of follow- 
ing developments surrounding them. It 
would seem better for all concerned to 
have a relatively few well chosen issues 
that could be carefully followed than to 
have so broad a list of holdings that it 
would be physically impossible to give 
each security proper attention. Burden 
of proof is on any addition to the port- 
folio. 


Common Trusts and Forms 
Standardization 


8. N attaining the above objective 
probably the most practical sol- 

ution would be the common trust fund, 
which generally has not been fully ex- 
ploited. According to a survey recently 


completed by the Trust Division of the 
(Continued on page 608) 
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FEDERAL 
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SAVINGS 


This investment is available by statute to corporate and 


other trustees in most states. 
earnings and insured safety are finding recognition. 


Its convenience, consistent 


This 


notice is sponsored by our non-profit corporation on behalf 


of the following selected institutions which issue 


their 


shares directly to the investor. 


ELECTED FEDERALS, Inc. 


135 South LaSalle Street - 


ALABAMA 


First Federal of Florence 
113 East Tennessee Street, Florence. 


ARIZONA 


First Federal of Phoenix 
30 West Adams Street, Phoenix. 


ARKANSAS 


Superior Federal of Fort Smith 
521 Garrison Street, Fort Smith. 


CALIFORNIA 


First Federal of Pasadena 

348 East Green Street, Pasadena. 
Community Federal 

2033 Shattuck Avenue, Berkeley. 
Standard Federal 

735 South Olive Street, Los Angeles. 
Newport Balboa Federal 

3333 Via Lido, Newport Beach. 
First Federal of San Jose 

24 North First Street, San Jose. 
Quaker City Federal 

117 South Greenleaf, Whittier. 
San Diego Federal 

1027 Sixth Avenue, San Diego. 


COLORADO 


Industrial Federal 

1630 Stout Street, Denver. 
Denver Federal 

719 17th Street, Denver. 


CONNECTICUT 


First Federal of Waterbury 
129 W. Main Street, Waterbury. 


DISTRICT OF COLUMBIA 


First Federal of Washington 

610 Thirteenth St., N. W., Washington, D. C. 
Columbia Federal 

716 lith St., N. W., Washington, D. C. 


FLORIDA 


Chase Federal 
1111 Lincoln Road, Miami Beach. 
First Federal of Orlando 
Orlando. 
First Federal of Lake County 
400 West Main Street, Leesburg. 
First Federal of Sarasota 
121 S. Orange Avenue, 
First Federal of Lakeland 
205 E. Lemon Street, Lakeland. 


Sarasota. 


Field Building ~- Chicago, Illinois 


GEORGIA 


First Federal of Atlanta 

46 Pryor Street, N. E., Atlanta. 
Standard Federal 

35 Walton Street, Atlanta. 


IDAHO 


First Federal of Coeur d’Alene 
200 North Fourth Street, Coeur d’Alene. 


ILLINOIS 


Peoples Federal of Pecria 

107 South Jefferson Avenue, Peoria. 
Kankakee Federal 

Kankakee. 
First Federal of Waukegan 

216 Madison Street, Waukegan. 
First Federal of Wilmette 

1155 Wilmette Avenue, Wilmette. 
Sterling Federal 

13 East Fourth Street, Sterling. 
Citizens Federal of Chicago Heights 

1542 Halsted Street, Chicago Heights. 
Amity Federal 

6910 South Halsted Street, Chicago. 
Hinsdale Federal 

8 Hinsdale Avenue, Hinsdale. 
North West Federal 

4865 Irving Park Road, 
A. J. Smith Federal 

12000 S. Halsted Street, Chicago. 
Second Federal 

3960 W. 26th 


Chicago. 


Street, 
INDIANA 


Chicago. 


Citizens Federal 

5272 Hohman Avenue, Hammond. 
First Federal of Gary 

525 Broadway, Gary. 
Peoples Federal 

4902 Indianapolis Blvd., East Chicago. 
First Federal of East Chicago 

2118 Broadway, East Chicago. 
Union Federal 

11 N. W. 5th St., Evansville. 


IOWA 


First Federal of Sioux City 
Security Bldg., Sioux City. 


KANSAS 


Southwest Federal 

130 North Market Street, Wichita. 
Mid Kansas Federal 

Wichita. 
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AND LOAN SHARES 


KENTUCKY 


Jefferson Federal 

124 South Fifth Street, Louisville. 
First Federal of Covington 

501 Main Street, Covington. 


MARYLAND 


Baltimore Federal 
19 East Fayette Street, Baltimore. 


MICHIGAN 


First Federal of Detroit 

150 West Fort Street, Detroit. 
Peoples Federal of Monroe 

13 Washington Street, Monroe. 
Wayne County Federal 

222 Hammond Building, Detroit. 
Midland Federal 

117 North McDonald, Midland. 
Adrian Federal 

121 W. Maumee Street, Adrian. 
First Federal of Kalamazoo 

346 W. Michigan Avenue, Kalamazoo. 
Down River Federal 

2959 Biddle Avenue, Wyandotte. 


MINNESOTA 


First Federal of Saint Paul 
350 Cedar Street, Saint Paul. 
Saint Paul Federal 
4 East 4th Street, Saint Paul. 
First Federal of Duluth 
7 North Fourth Avenue, W., Duluth. 


Security Federal 
St. Cioud. 


MISSOURI 


Roosevelt Federal 


Ninth Street North of Locust, Saint Louis. 


Czarks Federal 

1¢2 West Columbus Street, Farmington. 
Cass Federal 

1510 Cass Avenue, Saint Louis. 


NEW JERSEY 


Westfield Federal 
30 E. Broad Street, Westfield. 


NORTH CAROLINA 


Piedmont Federal 

16 West Third Street, Winston-Salem. 
First Federal of Burlington 

102 West Front Street, Burlington. 


OHIO 


McKinley Federal of Niles 

Niles. 
Central Federal of Wellsville 

601 Main Street, Wellsville. 
Mutual Federal of Zanesville 

14 South Fifth Street, Zanesville. 
First Federal of Kent 

141 East Main Street, Kent. 


Hub Federal 
High at Rich Street, Columbus. 


OREGON 


Salem Federal 
Salem 

First Federal of Klamath Falls 
540 Main Street, Klamath Falls. 


PENNSYLVANIA 


First Federal of South Philadelphia 

424-430 South Fourth Street, Philadelphia. 
First Federal of Wilkes-Barre 

34 West Market Street, Wilkes-Barre. 
Penn Federal of Philadelphia 

1623 Walnut Street, Philadelphia. 
Garfield Federal of Philadelphia. 

1331 West Olney Avenue, Philadelphia. 
Colonial Federal 

1326 Walnut Street, Philadelphia. 
First Federal of Greene County 

55 S. Washington, Waynesburg. 
First Federal of Pottstown 

27 N. Hanover Street, Pottstown. 
First Federal of Philadelphia 

1332 Point Breeze Avenue, Philadelphia. 
West End Federal 

506 South Main Street, Pittsburgh. 
Quaker City Federal 

1427 Walnut Street, Philadelphia. 
First Federal of Mt. Oliver 

317 Brownsville Road, Pittsburgh. 


TEXAS 


Houston First Federal 

1114 Capitol Avenue, Houston. 
First Federal of Amarillo 

406 Polk Street, Amarillo. 
First Federal of Rusk 

Rusk 
First Federal of Paris 

16 Clarksville Street, Paris. 
First Federal of Austin 

917 Congress Avenue, Austin. 
First Federal of San Antonio 

307 E. Pecan Street, San Antonio. 
North Texas Federal 

Wichita Falls. 


UTAH 


Prudential Federal 
125 South Main Street, Salt Lake City. 


VIRGINIA 


First Federal of Richmond 

Broad at Third, Richmond. 
First Federal of Hopewell 

Main and Broadway, Hopewell. 
Franklin Federal 

616 East Franklin Street, Richmond. 
First Federal of Lynchburg 

828 Church Street, Lynchburg. 
First Federal of Roanoke 

124 W. Kirk Avenue, Roanoke. 


WASHINGTON 


Pacific First Federal of Tacoma 

204 South Eleventh Street, Tacoma. 
First Federal of Everett 

Everett 
Aberdeen Federal 

224 East Wishkah Street, Aberdeen. 


WISCONSIN 


City Federal 
238 West Wisconsin Avenue, Milwaukee. 
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American Bankers Association, 59% of 
all trusts administered by trust institu- 
tions have an annual income of less than 
$1,200, the average being $369.* Much 
time and effort could be saved by admin- 
istration through a common fund. Better 
investment results, on the whole, should 
also be obtained thereby. 


The war repercussions may prove to be 
the driving force toward more general 
adoption of the common trust fund. In 
anticipation of this, institutions would 
do well to act without delay. If cer- 
tain state laws (or lack thereof) permit- 
ting common trusts are not entirely satis- 
factory for trustees, they should spon- 
sor whatever changes are necessary. The 
idea is so adaptable to the times that no 
effort should be spared in effecting it. 


4. Standardization should be the by- 
word throughout. For example, a great 
deal could be accomplished by standard- 
izing the letters, account records and sta- 
tistical reports. Though this would ini- 
tially require considerable study it should 
eventually prove to be well worthwhile 
and can be done a bit at a time. In all 
institutions there are nonessential pro- 
cedures and practices which have filtered 
into their systems over the years. A 
careful survey will reveal outmoded de- 
tails that can be eliminated to all-round 
advantages. 


Joint Statistical Reports 


5. NSTITUTIONS within contigu- 
ous areas might well consider the 


*See page 476, May 1942 issue of T. & E. 


At your service in Memphis 
with complete trust facilities 
and a_ thoroughly expe- 
rienced organization. 


TRUST DEPARTMENT 


UNION PLANTERS NATIONAL 
BANK AND TRUST COMPANY 
Memphis, Tenn. 
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possibilities of reciprocal arrangements 
whereby statistical reports of companies 
would be exchanged, thereby eliminating 
duplication of effort. This is especially 
practical if some standard form of pre- 
senting the reports is agreed upon. 
Heretofore the reports oftentimes have 
been rather elaborate, which would not 
be possible in any volume under pros- 
pective conditions. Considerable bene- 
fit, however, could be derived from pure- 
ly statistical data on various leading 
companies covering a period of at least 
ten years. Reports of this character 
could be made available in volume under 
reciprocal arrangements. They also 
could be readily kept up to date. An- 
other advantage is that a minimum of 
skill would be required in formulating 
the data. 

This idea might be criticized on the 
basis that the data of such a report are 
available in the financial manuals: there- 
fore why set them up on a form? True, 
but additional effort is required to go 
to the manuals and pick out the salient 
statistics, especially when volumes of 
prior years must be examined. Then, 
too, these reports can be more easily 
studied from time to time and they form 
a record which manuals do not. The 
key investment analyists remaining in 
organizations should have _ sufficient 
background to formulate nearly as ac- 
curate judgment from statistics alone as 
from comprehensive reports. In fact, 
oftentimes the data in themselves hich- 
light weaknesses and trends which are 
lost sight of in the verbiage of revorts. 

Other procedures may be available to 
institutions in facilitating operations 
under our war economy. The imvortant 
thing, however, is to become aware of 
conditions and take without delav what- 
ever action is necessary. Otherwise con- 
fusion will result to the detriment of 
trusts and trustees. 


Dividend payments to life insurance pol- 
icyholders in the United States declined 
$36,144,000 in 1941 compared with 1940, due 
to the continued reduction in interest rates, 
Holgar J. Johnson, president of the Insti- 
tute of Life Insurance, revealed recently. 
Total dividend payments were $432,000,000 
last year. 
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Adjusting Investment Program to Wartime Demands 
Savings and Loan Group Sets Up Guiding Policies 


MORTON BODFISH 
Executive Vice President, United States Savings and Loan League 


HE executive council of the United 

States Savings and Loan League 
have adopted a set of wartime policies 
for its institutions, and is recommend- 
ing their consideration by all associa- 
tions. They are as follows: 

Replacement cost should be based on 
the cost level prevailing before the im- 
pact of defense activities. Appraisals 
should be adjusted upward only for those 
elements of current higher cost which 
seem to be of long-term duration. 

To prepare for the danger of a post- 
war oversupply of housing facilities in 
war production areas, savings and loan 
leaders should encourage prepayments 
on mortgage loan accounts. New loans 
to defense workers and others are in- 
evitably based to some extent upon pres- 
ent income, the permanence of which is 
none too certain. Accelerated payments 
during the war boom will help these bor- 
rowers to build up a reserve against de- 
linquency when the war is over and when 
they may be unable to meet their con- 
tractual obligations. 

A careful review should be made of 
dividend and reserve policies. It is good 
business to provide now for losses which 
may have to be taken in the future. 
Strengthening of reserves and increasing 
liquidity may make adjustments of div- 
idend rates necessary. The average div- 
idend rate as of December 31, 1941 was 
3.2 per cent, compared with 3.5 per cent 
in 1937 and a peak of 5.7 in 1923. The 
United States Savings and Loan League 
recommends a dividend rate of not more 
than 3 per cent. 


Post-War Housing Boom 


Preparation for the post-war period, as 
visualized by savings and loan leaders, 
involves basic revisions in the tradi- 
tional concepts of savings and loan oper- 


Adapted from an article in March 1942 issue of 
Burroughs Clearing House. 


ation. What is foreseen is a tremendous 
housing boom as a result of the pent-up 
demand that could not be satisfied under 
the emergency priorities. The mass mar- 
ket will be for low-priced housing, and 
the building industry will be called upon 
to lower the cost of home construction by 
standardization, prefabrication and large 
unit building. 

The United States Savings and Loan 
League’s low-cost housing committee has 
predicted that housing projects. will 
emerge which will, in many cases, be too * 
large to be financed by single associa- 
tions, but which could be profitably fin- 
anced by groups of associations. Mass 
production is expected to bring about a 
concentration of building in the hands 
of large contractors, and to result in a 
relative decline in the importance of the 
single home contractors. The committee 
recommends that associations, especially 
the smaller ones, begin planning and ar- 
ranging groups so that they will be pre- 
pared to finance, perhaps co-operatively, 
the housing projects of tomorrow. 


Home ownership for the lower income 
groups, will inevitably require the easiest 
and most convenient financial terms. 
This will mean a very small down pay- 
ment and low monthly payments. To 


At your service with complete 


trust and banking facilities. 


BERKS COUNTY TRUST 
COMPANY 


Reading, Pennsylvania 


e@ Member Federal Deposit Insurance Oorporation @ 
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provide this type of financing with rea- 
sonable degrees of safety and without 
recourse to the FHA, the committee on 
low cost housing has devised an Excess 
Reserve Loan Plan. It is a plan for mak- 
ing loans substantially in excess of the 
traditional 75 or 80 per cent. 

On each loan for more than 80 per 
cent of the valuation, the association 
would place in an excess reserve account 
a sum equal to 3 per cent of the face 
amount of the loan, the object being to 
build up a fund equivalent to 10 per cent 
of total excess reserve loans. Any losses 
on such loans would be charged against 
this reserve account. The plan would 
be limited to property appraised at 
$6,000 or less, and provides for complete 
amortization in not more than 20 years, 
preferably with higher payments the 
first five years. At the same effective 
rate to the borrower, these loans would 
yield an extra half per cent to associa- 
tions over that received on FHA loans. 
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The Federal Home Loan Bank Board has 
been urged to amend regulations to pro- 
vide for the Excess Reserve Loan Plan. 


The committee on low cost housing 
feels that the associations should also 
consider the possibility of building or 
improving properties for their own ac- 
counts, as an aiternative to financing 
building contractors. Several advan- 
tages to such a plan have been cited. 
It would enable associations to know the 
exact cost and quality of the property 
and thus be in better position to evalu- 
ate the security. It would make possible 
the controlling of costs and in some cases 
the reducing of costs. It would enable 
the associations to take the initiative 
rather than to depend on the activities 
of the building operators. The commit- 
tee has recommended that legislation be 
drafted permitting associations to un- 
dertake development of housing projects 
for their own accounts. 


Statement of Condition 
MAY 31, 1942 
Pomona First Federal Savings & Loan Association 


RESOURCES 
First Mortgage Loans $4,685,024.95 


The loans are on homes and other improved prop- 
erties, and are of the direct monthly reduction 
type. 

Secured Loans to Investors 4,128.76 
Loans to investors which are secured by assign- 
ment of their investment account in the Associa- 
tion. 

Real Estate Owned, Etc. __... 91,806.48 
Consists of improved properties held for sale. 
Appraised value in excess of book cost. 

Office Building, Furniture, 

Equipment 37,696.33 
This modern, well equipped office is maintained in 
good condition, and the value is reduced annually 
for depreciation sustained. ses 

Investments And Securities 75,000.00 
The investment of $50,000.00 in the Federal Home 
Loan Bank entitles the Association to the advan- 
tages of membership and to the credit facilities of 
the Bank. Defense Bonds of $25,000.00 are held 
bv this Association. 

Other Resources ————____ 2,670.27 
Prenaid premium for the Federal Insurance of the 
safety of the accounts up to $5,000.00 in the Asso- 
ciation is included in this item, together with other 
miscellaneous receivables and pre-paid items. 


Cash on Hand and in Banks _. 100,995.97 


TOTAL RESOURCES $4,997,322.76 
Member of the Federal Home Loan Bank System 


LIABILITIES 


Savings And Investment Share 
Accounts —...__._..__.__.._.__._ $4, 166,574.23 
Amounts entrusted to the Association. Each ac- 
count is insured up to $5,000.00 by the Federal 
Savings and Loan Insurance Corporation. 


Advances From Federal Home Loan 
Bank eS See 377,500.00 
Membership in Federal Home Loan Bank entitles 
the Association to the advantage of securing ad- 
vances, which are repayable over a ten year period 
at low interest rates. 


Mortgage Loans in Process __. 17,395.30 
The Associatim has made loans to build, refinance 
or purchase homes on which these funds are yet to 
be disbursed. 

Other Liabilities 
Accounts payable, advance 
for taxes and insurance and 
record at this date. 

Specific Reserves 

General Reserves 216,045.57 

Undivided Profits —______. 194,175.84 
Specific and general reserves set aside for unfore- 
seen contingencies, undivided profits, and dividends 
now declared at 3%% payable June 30, 1942. 


TOTAL LIABILITIES $4,997,322.76 
Federal Savings and Loan Insurance Corporation 


9,177.70 


payments by borrowers 
other liabilities of 


16,454.12 


FURTHER INFORMATION MAY BE OBTAINED BY WRITING TO: 


POMONA FIRST FEDERAL SAVINGS & LOAN ASSOCIATION 


260 SOUTH THOMAS STREET 


POMONA, CALIFORNIA 
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Federal Regulation and the Trustee 


New York Trust Men Hear Investment Discussion 
Common Trust Fund Changes Outlined 


RUSTEES are vitally affected by 

Federal price control measures be- 
cause they, as a group “concerned with 
the conservation of estates and the dis- 
tribution of income that is measured in 
terms of dollars, will be the last to face 
with equanimity the prospect of a situa- 
tion in our domestic economy which 
makes values as we recognize them today 
valueless,” according to Walter Gellhorn, 
regional attorney for the Office of Price 
Administration in New York. 

Speaking at the luncheon held in con- 
nection with the annual meeting of the 
Committee on Trust Functions of the 
New York State Bankers Association 
held in New York on May 25, Mr. Gell- 
horn explained the OPA’s activities 
under three main headings: price con- 
trol, rationing, and rent control. He 
called for the energetic support of, and 
suggestions on, the program by the trust 
group. 

William H. Stackel, vice president and 
trust officer, Security Trust Company, 
Rochester, presided over the meeting as 
chairman of the Committee. 


Outlook on Investments 


The investment outlook hinges to a 
great degree upon the success of price 
control, declared Albert J. Hettinger, 
vice president General American Inves- 
tors Company, Inc., addressing the bus- 
iness session. Government expenditures 
are proceeding at such a rate that 100% 
taxation of all personal incomes over 
$25,000, and all corporate earnings would 
pay for less than three months expenses, 
Mr. Hettinger stated. 

This war is expected by Mr. Hettinger 
to be financed on a 214% basis, although 
maturities may have to be shortened. 
In England, the rate averages about 2%, 
according to The Economist. 

A study made by Paine Webber & Co. 
indicates that the market prices of thirty 
stocks on the Dow Jones list are 4% 
below their book values. As a result, Mr. 
Hettinger declared, there is a stagger- 


ing difference between the yield on these 
stocks (in some cases 8%) and that on 
high grade corporate bonds and govern- 
ment obligations. Moreover, the quality 
of earnings on stocks is better now than 
during the last war, because of sounder 
reserve and dividend policies. In sum, 
the stock market today is low from the 
viewpoint of assets, earnings and psy- 
chology. 

Answering a question as to what 
classes of stocks were attractive at this 
time, Mr. Hettinger cautioned against 
purchasing by “class.” “Buy value” is 
his motto. He did refer, however, to the 
general desirability of Latin American. 
securities because of post-war immigra- 
tion, moderate sized debt (due to restric- 
tions of 1930’s), the good neighbor pol- 
icy, and the fact that, when the Federal 
Reserve Board Index is over 150, this 
country will buy almost anywhere. 

Addressing another inquiry, Mr. Het- 
tinger stated that post-war taxation at 
the present rates would be unnecessary 
unless to further social gains. Every 
post-war period brings a demand for tax 
reduction, and this should be even more 
intense this time when the masses are 
beginning to be hit tax-wise. While per- 
haps not as low as those existing five 
years ago, the rates should be materially 
below their present level. 

Finally, there will be less of an inven- 
tory problem after this war than was the 
sequel of the last conflict, in view of com- 
modity controls and the application of 
the last-in first-out rule rather than the 
reverse, Mr. Hettinger concluded. 


New Laws 


EPORTING on recent New York 

legislation affecting fiduciaries, John 
W. Remington, vice president and trust 
officer, Lincoln-Alliance Bank and Trust 
Company, Rochester, cited three new 
laws of major importance which were en- 
acted at the session just concluded. The 
first of these relieves trust companies 
acting as executor or administrator from 





612 


paying interest on uninvested funds for 
seven months after issuance of letters. 
Mr. Remington urged the purchase of 
tax anticipation notes with estate cash 
to meet the estate tax bill. 


The second statute abolishes, as to fu- 
ture trusts, the necessity of amortizing 
premiums on bonds. The third law pro- 
vides a workable arrangement for suc- 
cessor trusteeship where an individual 
fiduciary is drafted. (These matters are 
covered in our May issue, page 527). 


Mr. Remington stated that increased 
fees were needed now more than ever, 
expressing the hope that, as a result of 
the survey now being conducted by the 
State Banking Department, a bill in the 
1943 legislature would receive the sup- 
port of the Department, the Surrogates 
and the trust institutions. 


The Committee on Investment Re- 
search, reporting through Chairman W. 
Barton Cummings, stated that it is 
studying the possibility of working out 
a scheme similar to that used by the Sav- 
ings Banks Trust Company of New York 
by which they recommend securities for 
addition to the legal list by the Superin- 
tendent of Banking. Such a step might 
be taken in cooperation with insurance 
companies, said Mr. Cummings, who is 
personal trust officer, Chemical Bank & 
Trust Company, New York. The Com- 
mittee, which has been in existence only 
a short time, is also examining the var- 
ious types of trust investment statutes 
throughout the country, ranging from 
the liberality of the Massachusetts Rule 
to the stringency of the New York Legal 
List. 


FT Chartered 189) E& 


One of America’s Oldest 


Trust Institutions 
* 
Statewide trust service through Affili- 
ated Banksin Atlanta, Savannah, Macon, 
Columbus, Augustaand Rome,Georgia. - 
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Common Trust Fund Changes 


IX amendments would give New York, 
after five years, a workable common 


trust fund statute instead of the one now 
on the books under which not a single 
institution has established a fund. These 
amendments were outlined in a report 
by George C. Barclay, assistant vice 
president, City Bank Farmers Trust 
Company, New York, who is chairman 
of the Committee on Common Trust 
Funds. They are: 


1. Grant of investment powers sim- 
ilar to those under the Pennsylvania law 
which permits discretionary common 
funds as well as those restricted to 
legals. 


2. Elimination of requirement of 
amortization (this has been taken care 
of by the recent statute mentioned above, 
as to funds established after September 
1, 1942). 


3. Simplification of accounting re- 
quirements by elimination of notice of 
first investment and necessity of annual 
accounting; substitution of accounting 
at end of first year and every three years 
thereafter, with notice of hearing to 
beneficiaries and short citation. 


4. Elimination of any restriction on 
participation by revocable trusts (spec- 
ulation may be as easily accomplished by 
an irrevocable trust with donor invest- 
ment control). 


5. Shift of valuation dates from peak 
periods of first day of January, April, 
July and October (leave quarterly dates 
to choice of institution). 


6. Remove limitation of $25,000 maxi- 
mum investment in fund by any individ- 
ual trust (similar restriction in regula- 
tions of Federal Reserve Board will even- 
tually be lifted and opportunity to take 
advantage of upward revision should be 
immediately available). 


Mr. Barclay ‘stated that a preliminary 
clearance on these recommendations had 
already been had with the Banking De- 
partment and the chances for success at 
the next legislative session are hopeful. 
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Common Trust Fund Investments 


Assets of the five discretionary common 
trust funds run by the Philadelphia banks 
now amount to $37,501,015.16. The follow- 
ing table shows the distribution of these 
assets: 


Bonds Market Value 


U. 2. tee 2 $10,731,502.80 
Canadian govt. ___. 397,562.50 
Railroad 1,454,566.93 
Public utility 3,756,801.02 . 
Industrial 959,880.00 2.5 


— 


46.1 


$17,300,313.25 


Pfd. & Guar. Stocks 
Railroad 
Public utility 
Industrial 
Financial 


58,000.00 2 
3,057,742.63 8.1 
5,849,529.27 15.6 

102,563.00 3 


$ 9,067,834.90 24.2 
Common Stocks 
Railroad $ 
Public utility — 
Industrial 
Bank, insurance 
and financial 


496,031.37 1.3 
1,645,151.73 4.4 
7,591,260.14 20.2 


477,989.10 1.3 
$10,210,432.34 27.2 


Principal cash 922,434.67 2.5 


From address by Stephen Foster at Pennsyl- 
vania Trust Company Section meeting, May 1942. 


Competition for Issues Eased 


An agreement by the principal life insur- 
ance companies not to compete with invest- 
ment bankers for large issues of bonds 
when originally offered was reached at a 
recent meeting called at the behest of the 
New York State Insurance Department. 
Bankers were given to understand that, in 
deference to small institutional investors 
who are not in a position to participate in 
insurance company groups, the large units 
will refrain from competing. The agree- 
ment is understood also to cover private 
sales of large bond issues to insurance com- 
panies, in which the interests of small in- 
stitutions are just as much involved. 


The understanding between bankers and 
insurance men was not one-sided, for the 
former are understood to have given these 
large and important investors assurances 
that they would get fair treatment in public 
offerings. 


Limit on F and G Bonds Raised 


The limitation on purchases of series F 
and G war bonds will be raised to $100,000 
from $50,000 July 1. Removal of such lim- 
itation was suggested by Edward Maas in 
the January 1942 issue of Trusts and Es- 
tates. The new limitation is on the cost 
price, not the maturity value. 


Series E will be limited as heretofore to 
$5,000 in any calendar year. 


The F and G bonds have been intended 
from the outset primarily for larger inves- 
tors and may be registered, unlike the E 
bonds, which are only for individuals, in the 
names of fiduciaries, organizations, corpora- 
tions, unincorporated associations, labor 
unions and other groups as well as indivi- 
duals. 


0. 
Value of Common Trust Fund 


Again last year our Trust Department 
showed a substantial net increase in the 
book value of assets held in Estate, Trust 
and Agency Accounts. Gross earnings were 
slightly larger than a year ago. The vol- 
ume of new will appointments exceeded the 
number received in any recent year. 


Equitable Fund A, our discretionary fund, 
now in its twelfth year, continues to pro- 
vide better diversification coupled with 
steadier income than hundreds of trust 
beneficiaries could have obtained without 
this medium of trust investment. Our 
“pioneer” common trust fund, Equitable 
Fund C, now in its eighth year, affords simi- 
lar benefits to many other accounts whose 
investments are limited to those specifically 
approved by Delaware law. 


John B. Jessup, Pres., Equitable Trust Co., 
Wilmington, Del. in annual report to stockholders, 
April 30, 1942. 
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New Books 


The Rule Against Perpetuities 


JOHN CHIPMAN GRAY. Fourth Edition by Ro- 
land Gray. Little, Brown & Co. 895 pp. $12.50. 


For nearly sixty years, Gray’s Rule 
Against Perpetuities has been recognized 
as an authoritative treatise in this highly 
complicated field, having been cited and 
referred to more than any other work in the 
field. This edition brings the discussion up 
to date, covering the developments in the 
quarter century elapsed since the third edi- 
tion. 

Where the editor deemed that no radical 
changes in the author’s text were necessary, 
he has preserved the original language with 
slight modifications and additional citations. 
On the other hand, there are a number of 
important subjects where, in the opinion of 
the editor, the author’s statements do not 
represent the prevailing law. Here he has 
rewritten and inserted new material. Ex- 
amples of this treatment are possibilities 
of reverter, conflict of laws, powers of sale, 
and election respecting appointments under 
powers. 

Gray’s opinions, may it be said, have not 
always received universal acceptance. There 
are some phases of the subject on which 
there has been violent disagreement with 
his views. But it is safe to say that the 
library of any office which deals at all with 
the myriad problems under the Rule would 
be incomplete without this book. 


i Oe 


Introduction to War Economics 


A. C. Neal, editor. R. D. Irwin Ine. 248 pp. 


$1.25. 


Nine Brown University economists have 
collaborated in the preparation of this vol- 
ume which covers various phases of a war 
economy including: resources available, 
production, labor, public finance, business 
finance, money and banking, price control, 
economic warfare and post war economics. 
The main addition to the material covered 
in other text books on this subject is Pro- 
fessor Antonin Basch’s (no stranger to read- 
ers of Trusts and Estates) chapter on Eco- 
nomic Warfare in which he analyzes the 
methods and indicates the role it is playing 
in connection with each of the Axis powers. 
Professor Brown’s discussion of wartime 


management of the banking system will also 
prove of interest to bank officers. The vol- 
ume is written in lucid style and presents 
a very readable account of war economy al- 
though in some respects the coverage is 
sketchy and inadequate. Thus, rent con- 
trol, a subject of some interest to trust of- 
ficers, is not discussed. 


0 
Economic Consequences of the Sec- 
ond World War 


LEWIS L. 
510 pp. 


LORWIN. Random House. $3.00. 


The author portrays the German program 
and indicates the nature of the post war 
world in the event of a Nazi victory. At- 
tention is given to the role of gold, foreign 
trade, disposition of colonies, the role of 
Italy and Japan, relationship of the U. S. 
to the Axis, etc. The effects of a demo- 
cratic victory are then outlined and such 
proposals as the United States of Europe, 
Federal Union, Reconstruction of the 
League of Nations, International police 
force, etc. are discussed. 

In the author’s words the book “is not 
an essay in prophecy or forecasting. It is 
an analytical critique of facts and trends as 
they affect policy and action.” Through- 
out the volume the interrelationship between 
historical trends and future developments 
as well as their social and economic impli- 
cations are analyzed. This volume is an 
important contribution to clear thinking on 
the nature of the post war world and the 
economic consequences of the current con- 
flict. 


——-- -0 
To Nominate Trust Division Slate 


The following men were appointed a 
nominating committee to make recommen- 
dations for the annual elections of the Trust 
Division, American Bankers Association: 
Frank G. Sayre, The Pennsylvania Company 

for Insurances, etc., Philadelphia, Chair- 

man. 
Edwin W. Marvin, 

Trust Co. 

James C. Shelor,- Trust Company of Georgia, 

Atlanta. 

R. W. Sprague, The National Bank of 

Commerce, Seattle. 

George C. Thomson, The Michigan Trust 

Co., Grand Rapids. 


Hartford-Connecticut 





CURRENT EVENTS 


Where There’s A Will... 


HE “How to Win Friends and In- 

fluence People” cliché can now be 
paraphrased “How to Influence Bank 
Directors and Win Estates,” judging 
from the recently probated will of the 
late Lockwood Hebard, wealthy resident 
of Portland, Ore. who married the daugh- 
ter of the chief owner of the Portland 
Oregonian. By its terms, Hebard left 
$1,000 to each employee of the Portland 
Trust and Savings Bank of which he was 
a director. This figure will probably be 
at least doubled by virtue of the residu- 
ary clause which bequeathes the remain- 
der of the estate—estimated at $1,000,- 
000,—to beneficiaries under the will in 
proportionate shares. Some 45 persons 
meet the requirement of having been em- 
ployed by the bank for at least one year 
at the time of Hebard’s death. 


The bank was named sole executor and 
will distribute legacies, totalling $320,- 
000 and ranging from $5,000 to $20,000, 
to numerous friends of the testator and 
to charities, Hebard having died with 
no direct heirs. The executor was di- 
rected to convert all property into cash 
“as soon as possible without too great 
a loss to my estate,” but each benefic- 
iary was given the right, subject to ap- 
proval by the bank, to select and apply 
any part of the estate toward payment 
of his legacy at its appraised value. 


The will offers an outstanding example 
of the value of confidence of a director 
in his bank and trust department, re- 
sulting from perfect teamwork and a 
record of efficient service—a situation 
that might profitably be duplicated in 
other trust departments. Public confi- 
dence would be sure to follow. 

* * * 


i a will written three years ago on 
white wrapping paper torn from a roll 
in his store, Porter Sturgeon, legendary 
banker and grocer of Avonmore, Pa., 
provided that all bills owed him for gro- 
ceries, unpaid debts, mortgages and in- 
terest be cut in half. Some grocery bills, 
it was revorted, ran as high as $1,800 
... The Oak That Owns Itself is to be 
found near Athens, Ga. It was willed 


to itself by its owner, William H. Jack- 
son, “for and in consideration of the 
great desire I have for its protection— 
entire possession of itself and all land 
within 8 feet on all sides.” The instru- 
ment dated 1820, is recorded in the town 
clerk’s office ... “That I may continue 
to act in the play, although in another 
role, and by my personal presence inspire 
my successors to do their best” was the 
wish of Joachim Gotschalk, a German 
Shakespearean actor who bequeathed his 
skull to the Deutschlands Theatre in Ber- 
lin, where he had portrayed Hamlet many 
times, so that it might serve in the grave- 
digger’s scene... A comma caused Mrs. 
Mae Van Fleet, of Roselle Park, N. J. 
to ask Orphans’ Court to construe the . 
will of her husband, Assemblyman Hart 
S. Van Fleet. The part of the will at 
issue was that which left the widow “all 
personal effects, excepting my collection 
of old paper money and coins, my books 
and cash and securities of every nature 
and kind.” She contended that her hus- 
band intended to leave her his entire per- 
sonal estate, with the exception of the 
old paper money and coins, and she 
feared other legatees might contend that 
the second comma deprived her of the 
“cash and books and securities of every 
nature and kind” ... A landlady must be 
a ‘lady’—or at least a woman. Jerome 
Hartman of Richmond Hill, Queens, 
failed to qualify as a “landlady” so that 
he could inherit a bequest from the es- 
tate of the late Augustus V. Heartman, 
whose will stipulated that all personal 
property found in his room at the time 
of his death should go to the “landlady.” 


* *% * 


LBERT Fisher, co-founder of the 

Fisher Body Company and uncle of 
the seven Fisher brothers who developed 
the automobile body manufacturing firm, 
appointed Bankers Trust Company of 
Detroit and a son, Edwin, as co-executors 
and co-trustees of his will. The estate 
is expected to gross a half million. Mrs. 
Fisher receives, in addition to the home, 
furnishings and personal effects, $125,- 
000 free of all taxes and in lieu of all 








616 














other rights. $52,500 is set aside for 
trusts of $2,500 for each surviving 
grandchild, terminating at age 25. Trust 
funds are also established for Mr. 
Fisher’s six children, remainder over at 
death to the issue of each. The remain- 
der of the estate, after bequests of 
$2,000 to each of two priests, is divided 
among religious and charitable institu- 
tions . . . Otis Skinner, noted actor, left 
his residuary estate in trust for his 
daughter, Cornelia Otis Skinner, for life, 
with remainder to her children. She 
was named sole executor and trustee... 
Frank P. Benjamin, late president of the 
Scranton (Pa.) Lackawanna Trust Com- 
pany, appointed that institution co-exec- 
utor and co-trustee with his wife. His 
estate runs well into six figures. The 
bank is also trustee under a substantial 
life insurance trust agreement. Mr. 
Benjamin was a former district attorney 
of Lackawanna County... 

In a will leaving everything to his 
wife, John Barry Ryan, son of the late 
Thomas Fortune Ryan, New York finan- 
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cier, named the Guaranty Trust Company 
of New York and Mrs. Ryan co-executors 
of his estate. A poet of sorts, John Ryan 
never faced the dangers so common to 
his confreres, his income from his 
father’s estate remaining in the neigh- 
borhood of $1,500,000 even in the worst 
of the depression years .. . The Schenect- 
ady (N.Y.) Trust Company is executor 
and trustee under the will of the late 
Allan H. Jackson, former vice president 
and general counsel of the General Elec- 
tric Company. 


* * * 


ESCENDANT of Francis Scott Key 

and one of Maryland’s most disting- 
uished lawyers, Charles McHenry How- 
ard left the bulk of his $640,000 estate 
to the State of Maryland, Johns Hopkins 
University and Peabody Institute, in a 
will recently filed for probate by the 
Mercantile Trust Company of Baltimore, 
which was named executor and trustee. 
After providing several small bequests 
and annuities, the will leaves the residue 
in trust for three sisters. Mr. Howard 
was widely recognized in the legal pro- 
fession, having been president of the 
Bar Association of Baltimore City and 
Maryland State Bar Association, as well 
as vice president of the American Law 
Institute. He was also most active and 
generous in civic and charitable affairs. 
In 1900, he formed the Baltimore law 
firm of Venable, Baetjer & Howard, with 
which our Maryland legal editor, J. 
Crossan Cooper, Jr., is now associated. 


Andrew M. Chaffey, early resident of 
Southern California and founder of 
branch banking in the State, named the 
California Trust Company of Los An- 
geles, of which he was chairman at the 
time of his death, co-executor and co- 
trustee of his estate. Mr. Chaffey 
founded the California Bank, whose affil- 
iate the trust company is, nearly forty 
years ago under the name of the Ameri- 
can Savings Bank. It was while presi- 
dent of this institution in 1908 that Mr. 
Chaffey foresaw the necessity for a 
broader service to bank customers and 
established the first branch bank in 
Southern California... 


* 





* * 









CURRENT EVENTS 


Personnel Changes in Trust Institutions 


DELAWARE 


Wilmington—ELWYN EVANS has been 
advanced from vice president to president 
of the Wilmington Trust Company, succeed- 
ing S. D. Townsend, who becomes chairman 
of the board. 

DISTRICT OF COLUMBIA 

Washington—EDWARD A. DENT, JR., 
has been appointed assistant trust officer 
of the National Metropolitan Bank. Mr. 
Dent has been with the bank since 1940 and 
is a member of the bar. 

Washington—W. S. FRENCH, JR., has 
been elected an assistant trust officer of the 
American Security and Trust Company. 


GEORGIA 


Atlanta—JOHN E. OLIVER, formerly 
vice president of the Georgia Savings Bank 
& Trust Company, has been elected presi- 
dent to succeed the late George M. Brown, 


founder of the institution. 
ILLINOIS 


Chicago — 
ALBERT T. 
BELSHE, for- 
merly trust 
officer of the 
Trust Com- 
pany of Chi- 
cago is now 
vice president 
and _ secretary. 
STANLEY A. 
STAMBERG 
has been ad- 
vanced to sec- 
ond vice presi- 
dent of the 
same _institu- 
tion, having 
formerly been a trust officer. 

MASSACHUSETTS 


Worcester—WILLIAM D. IRELAND, 
formerly vice president of the National 
Rockland Bank at Boston has been elected 
president of the Worcester County Trust 
Company, succeeding George Avery White 
who takes office on August 24th as presi- 
dent of the State Mutual Life Insurance 
Company. 


STANLEY A. STAMBERG 


NEW JERSEY 


Englewood—DOUGLAS W. MORGAN, 
executive vice president of the Palisades 
Trust and Guaranty Company, has recently 
been elected president succeeding James F. 
McKinney who has retired. 


NEW YORK 


New York—JOHN F. HICKEY, formerly 
associated with the Harris Trust and Sav- 
ings Bank of Chicago has been elected vice 
president of the Continental Bank and 
Trust Company. 

New York— 
ROBERT A. 
JONES, for- 
merly personal 
trust officer of 
the Guaranty 
Trust Com- 
pany has been 
appointed vice 
president. 

Peekskill — 
BARTOW B. 
SEYMOUR 
has been elect- . 
ed executive 
vice president 
of the West- 
chester County 
National Bank, succeeding B. P. Rial, re- 
signed. 


Syracuse—DE BANKS HENWARD, re- 
cently vice president of the First Trust & 
Deposit Company, has been chosen to the 
presidency of Syracuse Trust Company, 
which also announces promotion of JOHN 
A. SHEEDY to senior vice president. 


NORTH CAROLINA 

Greensboro—ROBERT A. McPHEET- 
ERS, formerly vice president and trust 
officer of the Central National Bank at 
Richmond, Va., is now vice president and 
trust officer of the Security National Bank. 
Mr. McPheeters was also formerly assistant 
professor of Business Law at University of 
North Carolina. 


ROBERT A. JONES 


OHIO 

Cincinnati—-LAWRENCE C. BUCHER 
has been elevated from executive vice presi- 
dent to president of the Lincoln National 
Bank, succeeding Louis J. Hauch deceased. 

Dayton—G. H. CASSELBERRY has been 
elected president of the Third National 
Bank & Trust Company, succeeding Walter 
E. McGervey, resigned. 

Warren—G. HAROLD LAFFERTY, for- 
mer councilman, and DONALD G. ALT- 
HOUSE, former state examiner, have been 
added to the trust department staff at the 
Union Savings and Trust Co. 
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Wooster—HERMAN L. RETZLER, local 
businessman, has joined the staff of the 
Commercial Banking and Trust Company, 
where he will have general duties and spe- 
cialize in the Trust Department. 


PENNSYLVANIA 


Philadelphia — JOHN SCHUYLER 
MALICK, formerly assistant trust invest- 
ment officer, has been named trust invest- 
ment officer of the Fidelity-Philadelphia 
Trust Company. 

Philadelphia—A. DOUGLAS OLIVER, 
formerly trust officer of the Provident Trust 
Company, has been elected vice president, 
in charge of new business activities. 


WASHINGTON 


Seattle—A. R. MUNGER, vice president 
of the Seattle-First National Bank has been 
appointed manager of the Metropolitan 
branch. 


WEST VIRGINIA 


Wheeling—LOUIS C. HORTER has been 
advanced from vice president and trust offi- 
cer of the National Exchange Bank to exe- 
cutive vice president. 


CANADA 


Toronto, Ont.—T. D’ARCY LEONARD, 
K.C., formerly Solicitor for the Canada 
Permanent Trust Company and Canada 
Permanent Mortgage Corporation has been 
appointed General Manager and a Director 
of the Canada Permanent Trust Company. 

British Columbia—G. H. WARREN has 
assumed the position of consultant in the 
Estates Department of the British Columbia 
branch of the Montreal Trust Company. 


—.————_) 
Trust Institution Briefs 


Waterbury, Conn.—Robert S. Walker, 
vice president and trust officer of the Colon- 
ial Trust Company, has been elected presi- 
dent of the Connecticut Bankers Associa- 
tion. 

Oak Park, Ill—Gladys W. Finkle, trust 
officer of the Oak Park Trust & Savings 
Bank, was chosen president of the Asso- 
ciation of Chicago Bank Women for 1942-43. 

Boston, Mass.—Archibald F. Cheney, head 
of the trust department of the National 
Rockland Bank of Boston, has been elected 
president of the Financial Advertisers As- 
sociation of New England, succeeding Philip 
K. Barker. 

St. Louis, Mo.—Milton R. Stahl, vice 
president of Mississippi Valley Trust Com- 
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pany, has been commissioned a Captain in 
the United States Army Air Corps. 

Newark, N. J.—John W. Kress, vice presi- 
dent and trust officer of the Howard Sav- 
ings Institution, has been elected second 
vice president of the New Jersey Savings 
Banks Association. 

New York, N. Y.—John A. Burns, vice 
president of the Chase National Bank, has 
been reappointed as chairman of the Com- 
mittee on Trust Functions of the New York 
State Bankers Association. 

Raleigh, N. C.—J. M. Sink, Jr. assistant 
trust officer of the Raleigh office of the Se- 
curity National Bank of Greensboro, N. C. 
has been granted leave of absence for a year 
by the bank to become assistant to Jona- 
than Daniels, Assistant National Director 
of Civilian Defense. 

Youngstown, O.—LIEUTENANT COM- 
MANDER JOHN A. STANBURY, vice 
president and trust officer of the City Trust 
and Savings Bank, has been called to active 
duty with the U. S. Navy. 

Portland, Ore.—Leroy B. Staver, trust 
officer of the United States National Bank, 
is the new president of the Trust Compan- 
ies’ Association of Oregon. He succeeds 
George Stewart, trust officer of First Na- 
tional Bank. Elected with him was Clark 


H. Fisher, of the Bank of California’s trust 
department, as vice president, and Milton H. 
Erz of Title and Trust Company, as secre- 
tary-treasurer. 


—————0 
In Memoriam 


Evans Woollen:—a founder and president 
of the Fletcher Trust Company of Indian- 
apolis, Indiana, and for many years a civic 
and political figure in the State, having been 
Indiana’s “favorite son” candidate for the 
Presidential nomination in 1928; president 
of the trust division of the American Bank- 
ers Association 1923-24. 


Joseph Wayne:—chairman of the Board 
of the Philadelphia National Bank, largest 
bank in Pennsylvania and a leader of Phila- 
delphia’s financial and civic life for many 
years; president of the Philadelphia Clear- 
ing House Association from 1930 until 1941; 
a.member of the Board of Directors of the 
Philadelphia Federal Reserve Bank from 
1918 to 1941. 

Charles Henry Mann:—founder and presi- 
dent of the Title and Trust Company of 
Jacksonville, Fla. 

Russell S. Racey:—assistant cashier of 
the Chase National Bank, New York, in 
charge of trust new business development. 
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The Proposed Tax on Powers of Appointment 


Analysis of Treasury’s Recommendations — 
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ROLLIN BROWNE 
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INCE 1918 the Federal Estate Tax 

Law has taxed property passing un- 
der an exercised general power of ap- 
pointment, but the law never has taxed 
property subject to an unexercised gen- 
eral power or property subject to a lim- 
ited power, exercised or unexercised. 

Randolph E. Paul, tax adviser to 
the Secretary of the Treasury, has 
suggested that the revenue law be amend- 
ed so as to tax all property subject 
to any power of appointment, general or 
limited, whether or not the power is 
exercised, except powers which can be 
exercised only in favor of “the decedent’s 
spouse, his descendants, and spouses of 
such descendants” and charitable, edu- 
cational, etc., institutions, and powers 
which Mr. Paul refers to as “fiduciary 
powers.” 


Proper Test 


N view of the nature of the estate 
tax! the same general test should gov- 
ern as to the taxation of property sub- 
ject to powers of appointment as ap- 
plies to all other property. That test is, 
did the decedent own the property or is 


This article is taken from a larger 
study of the subject by Mr. Browne. 

1. A tax imposed on the decedent’s estate, com- 
puted at graduated rates on the total value of 
all property in the estate, irrespective of the 
identity or number of beneficiaries. 


it fair to treat the property as belonging 
to him for tax purposes?? Applying that 
test to powers of appointment, it will 
be found that whereas some powers are 
fully, and others are substantially, equiv- 
alent to ownership, still others are more 
of a burden than a benefit, more of a 
fiduciary obligation than a source of per- 
sonal satisfaction. 

The Restatement of the Law of Prop- 
erty says (p. 1815) that a limited power 
“differs fundamentally from all general 
powers. It is in no proper sense owner- 
ship. It is a power to dispose of the 
donor’s property among a group, not in- 
cluding the donee—a power which is to 
a considerable extent fiduciary in its na- 
ture.” It is pointed out that the donee 
of such a power “cannot derive any pro- 
fit direct or indirect from the appoint- 
ment,” and that under no circumstances 
can his creditors reach the property “and 
thereby benefit a person to whom he can- 
not appoint.” 

Mr. Paul is wrong when he says that 
many limited powers are in effect as 
broad as general powers. The essential 
distinguishing feature of a general power 


2. This test sometimes is ignored in the imposition 
of a succession tax, which is a tax imposed on 
a person who comes into property upon an- 
other’s death and is computed only on the value 
of the property which he receives; it never 
should be ignored in the imposition of an ¢e8- 
tate tax. 
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is the right of the donee to appoint to 
himself or to his creditors or estate.’ 
The essential distinguishing feature of a 
limited power is that it cannot be exer- 
cised or used in any way by the donee 
for his own benefit, direct or indirect. 
An exercise or failure to exercise a lim- 
ited power for a consideration or some 
other benefit to the donee would be void 
as a fraud on the power. A limited 
power is, therefore, essentially a trust.* 

Mr. Paul must mean only that some 
limited powers of appointment are so 
broad that they would permit the donees 
to appoint the property to any persons 
to whom they would be likely to want 
to appoint it. Nevertheless, if the donee 
cannot appoint to himself during his life 
or to his estate or creditors upon his 
death, and cannot exercise or use the 
power in any way so as to confer any 
direct or indirect benefit upon himself, 
there is no sound basis for treating the 
appointive property as the donee’s own 
property, because the donee’s “control’’ 
over the property does not approximate 
the benefits of ownership. 

Of course, I am referring only to do- 
nated powers of appointment, powers 
which some other person granted to the 
decedent, over property which the dece- 
dent never owned. Such powers are 
easily distinguishable from reserved 
powers, such as a power of appointment 
which the decedent reserved to himself 
in connection with an inter vivos trans- 
fer of his own property. Reserved pow- 
ers, including limited powers of appoint- 
ment, are fully taxable under the present 
estate tax law (Porter v. Commissioner, 
288 U.S. 4386; Commissioner v. Chase 
National Bank, 82 F. (2d) 157, cer. den. 
299 U.S. 552; Chickering v. Commission- 
er, 118 F. (2d) 254, cer. den. 314 U.S. 
636), but that furnishes no sound pre- 
cedent for the similar treatment of do- 
nated limited powers. 


Limit to Prospective Operation 


VEN if it be assumed that the tax 
laws should be framed so as to dis- 
courage the use of general powers of ap- 


8. The Regulations provide that such a power is 
general. If there is any doubt about this under 
the present law, an appropriate amendment 
should be enacted. 

4. Cf. Restatement, p. 1810. 
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pointment and very broad limited powers, 
no unanimity of opinion could be found 
as to just where the line ought to be 
drawn. This very fact demonstrates 
that any such new tax should apply only 
to powers to be created in the future. 

Many powers of appointment have 
been created by wills which have taken 
effect or trust deeds which have been 
executed in the past, in reliance on the 
scheme of taxation which has been in 
effect since 1918, and it would be unjust 
and unfair now to subject those powers 
to taxation. Many a general power and 
many a limited power could easily have 
been drawn so as to qualify for exemp- 
tion under the Treasury’s proposal, with- 
out substantially affecting the donor’s 
plan to provide for his dependents. But 
if the Treasury’s proposal is adopted, it 
will not be possible to amend those pow- 
ers so as to entitle them to exemption. 

The principle that a person’s estate 
will be subjected to Federal estate tax 
only in accordance with the law in effect 
at the time of his death has been adhered 
to, without exception, since the enact- 
ment of the first Federal Estate Tax law 
in 1916, and may almost be said to con- 
stitute a rule of property. This rule has 
been in effect so long that a testator has 
the right to draw his will in reliance on 
the provisions of the law in effect at the 
time, subject only to such changes as may 
be made between the date of the will and 
the date of his death (to which he may 
accommodate himself by making a new 
will). 


Relinquish Power? 


T has been suggested that persons pos- 

sessing powers of appointment about 
to be taxed can release or relinquish them 
and thus avoid any inequities of a retro- 
active application of the tax. But there 
is great doubt as to the right of a donee 
to relinquish any power of appointment 
except a general power exercisable by 
deed. 

In fact, according to the weight of 
authority, most of the powers of appoint- 
ment which would be affected by the pro- 
posed amendment could not be relin- 
quished.5 As to those powers, there is 


5. See Farmers Loan and Trust Company v. Mor- 
timer, 219 N. Y. 290, and Restatement. 
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no possible escape from the unexpected 
burden of this new taxation, and yet the 
very essence of an excise tax, like the 
Federal estate tax, is that it is a tax 
upon a privilege which may or may not 
be exercised, at the volition of the tax- 
payer. Even a new heavy estate tax on 
a person’s own property can be avoided 
by that person giving his property away 
before he dies, or spending it. But this 
proposed new tax on powers of appoint- 
ment could not be avoided in any way 
whatever. 

Even where the donee has the legal 
right to relinquish a power of appoint- 
ment, such a relinquishment would, in 
many cases, violate the trust and confi- 
dence reposed in the donee by the donor 
and might adversely affect the reason- 
able and entirely socially desirable plan 
of the donor for the ultimate disposition 
of the property. That is particularly 
true with respect to many limited powers 
of appointment. 


Proposal Fundamentally Unsound 


INCE a limited power is not anywhere 

near the equivalent of ownership, the 
only justification even claimed for treat- 
ing property subject to such powers as 
the decedent’s property is that these 
powers are a benefit or source of satis- 
faction to him. The powers which Mr. 
Paul proposes to exempt are those where 
the appointees are restricted to the 
donee’s spouse, descendants, spouses of 
descendants and charities. Yet those are 
the powers which are of the greatest 
“benefit” and the sources of the keenest 
“satisfaction” to the donee. If a power 
to appoint to wife and issue is to be ex- 
empted, what possible reason is there 
for taxing a power to appoint to wife, 
issue, cousins and nephews? 


Mr. Paul suggested that “fiduciary 
powers” should be exempted, but he did 
not say what powers would be considered 
as falling within that class. Actually, all 
limited powers are fiduciary in nature. 
It may be that a limited power to 
appoint only to his brother’s children 
would be exempted as a fiduciary power, 
on the theory that the power was more 
of a trust than a benefit to the decedent. 
Also if a power authorized decedent to 
appoint only to his widow, it would be 
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exempted. But, apparently, if the de- 
cedent could appoint either to his widow 
or to his brother’s children (the donor’s 
issue and their spouses), it would be 
taxable, whether exercised or not. Could 
anything be more illogical or unfair? 
The Treasury’s proposal to tax or ex- 
empt the property, depending on the re- 
lationship of the persons to whom it 
might have been appointed instead of 
the relationship of the persons who actu- 
ally receive it, leads to absurd re- 
sults. If X leaves his property in trust 
to pay the income to his son, A, for life, 
with remainder to such of A’s children 
as A shall appoint, and, in default of 
appointment to X’s issue, the property 
will be exempted from tax on A’s death 
irrespective of whether A appoints it to 
his children or permits X’s issue to take 
it. But if X leaves his property in trust 
to pay the income to his son, A, for life, . 
with remainder to A’s children subject 
to a power to appoint the property among 
X’s issue, the property is to be taxed on 
A’s death, irrespective of whether A ap- 
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points it to X’s issue or permits his 
children to take it. Yet, in each case A 
had precisely the same control over the 
property, the same choice between his 
children and X’s issue! How can the 
Treasury seriously propose such an irra- 
tional, unfair and arbitrary discrimina- 
tion? 

The Treasury proposes to collect its 
new tax out of the appointive property, 
that is to say, from the persons who 
actually get it, not from the decedent’s 
estate or from any other persons who 
might have got it. Therefore, why 
should not the test of taxability vel non 
be the relationship to the decedent of the 
persons who pay the tax, the persons 
who get the property, rather than those 
who might have got it? 


Computation and Collection 


NE further objection to the Trea- 

sury’s proposal is that it is in essence 
a succession tax to be imposed on prop- 
erty never owned by the decedent in 
either a legal or practical sense and to 
be collected from those who succeed to 
the property, but to be computed as a 
part of the estate tax, at the highest 
estate tax rate determined by adding the 
property to the decedent’s property. 

In an attempt to avoid the obvious un- 
fairness of imposing such a burden on 
the decedent’s estate, Mr. Paul proposes 
that the executor be permitted “to ob- 
tain reimbursement from the appointive 
property for that portion of the tax 
which is attributable to such property.” 
What is “that portion attributable to” 
the appointive property? 

Assume the decedent’s estate amounted 
to $1,000,000, which went to A, and the 
appointive property amounted to $50,000, 
which went to B. Adding the appointive 
property to X’s taxable estate would in- 
crease the estate tax by about $19,500 
which would seem to be the amount of 
tax “attributable to” it. Mr. Paul’s pro- 
posal thus would impose a succession tax 
of $19,500 on B’s receipt of $50,000, 
whereas, if B’s succession were taxed 
separately, even at estate tax rates, the 
tax would amount to only about $7,000, 
if no exemption whatever were allowed. 

Possibly Mr. Paul intends that, in such 
a case, the total estate tax is to be ap- 
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portioned according to the respective 
values of the estate and the appointive 
property, 1/21 (50,000/1,050,000) to the 
appointive property and 20/21 to the 
estate. But, in that case, if the estate 
were $50,000 and the appointive property 
were $1,000,000, the tax on the estate 
would be about $16,500, whereas the tax 
computed separately on a $50,000 estate 
would be only about $7,000, if no exemp- 
tion whatever were allowed, or no tax at 
all, if the exemption were allowed. 

No matter how such an apportionment 
is made, it cannot be made fairly. Either 
the decedent’s heirs, or the persons who 
take the appointive property, or both, 
will be penalized. 


Socially Undesirable Results 


OWERS of appointment are socially 

desirable, and their use should be 
encouraged, because they tend to remove 
the burden of the dead hand from es- 
tates and thus facilitate the distribution 
of wealth. By and large, powers of ap- 
pointment have nothing to do with the 
length of time for which trusts may be 
erected or during which they may con- 
tinue in existence. The function of pow- 
ers of appointment is to give greater 
flexibility to trusts during the period for 
which they may lawfully be created. 

The Treasury apparently feels that it 
is socially desirable to exempt from es- 
tate tax limited powers of appointment 
which are so restricted that they can be 
exercised only in favor of the close de- 
pendents of the decedent. If so, then 
all limited powers of appointment should 
be exempted. If a man has a power 
which he can exercise in favor of those 
nearest and dearest to him and most in 
need of his bounty, how can it be sup- 
posed that, in the ordinary case, his in- 
terest in or benefits from the appointive 
property would be any greater merely by 
permitting him to appoint to other per- 
sons in whom he has little or no interest, 
in addition to his close relatives? 

To impose the estate tax on property 
subject to exercised and unexercised lim- 
ited powers of appointment will merely 
tend to discourage the use of such powers 
and result in a return to rigid, inelastic 


6. Restatement of the Law of Property, pages 
1808-9. 
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forms of family settlements tied up for 
as many generations as the law will 
permit. 


Constitutionality 


N the recent case of Helvering v. Safe 

Deposit and Trust Company of Balti- 
more (Smith Reynolds case) the Su- 
preme Court reserved for future decision 
the question of whether or not the estate 
tax could be made to cover property sub- 
ject to an unexercised general power of 
appointment by will. An inference may 
be drawn from a footnote to the majority 
opinion than an estate tax on such prop- 
erty would be upheld. Additional infer- 
ences to the same effect might possibly 
be drawn from the Supreme Court’s opin- 
ion in Graves, et al. v. Schmidlapp, 62 §S. 
Ct. 870. 

It may be inferred from the Supreme 
Court’s opinion in Whitney v. Tax Com- 
mission, 309 U. S. 530, that Congress 
might constitutionally impose the estate 
tax on property passing under an exer- 
cised limited power of appointment, but 
there is nothing in any of the decisions 
of the Supreme Court which indicates 
that the Court would even now uphold 
the imposition of the estate tax on prop- 
erty subject to an unexercised limited 
power of appointment. There is excel- 
lent ground for contending that an es- 
tate tax imposed on existing limited pow- 
ers of appointment which the donees can- 
not relinquish before death would be a 
direct tax on the appointive property, 
rather than an excise, and therefore be- 
yond the power of Congress. 

Doubts as to the constitutionality of 
the proposed amendment will be enor- 
mously increased if it is made to apply 
retroactively to powers of appointment 
already in existence, especially unexer- 
cised limited powers which, in recogni- 
tion of their fiduciary nature, the law 
will not permit the donees to relinquish. 


Nontaxable Class Should be Broadened 


VEN if the Treasury’s proposal is 
adopted in principle, there are cer- 
tain changes which should be made in it, 
in order to remove inequitable and illog- 
ical discriminations. 
Since the Treasury is going to ex- 
empt limited powers to appoint to the 
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donee’s spouse, descendants, spouses of 
descendants and charities it is submitted 
that property subject to an unexercised 
general power should not be taxed if it 
actually goes to beneficiaries of any of 
those classes. It cannot be denied that 
the average man, economic royalist or 
welfare worker, if he could appoint prop- 
erty to his wife, or his children and their 
spouses, or any worthy charity, would 
not care a tinker’s dam that he could not 
also appoint it to anyone else in the 
world. And if he does have a general 
power to appoint to anyone in the world 
and fails to exercise it, and the property 
goes, under the donor’s will, to his wife 
or his children or their spouses or to 
charity, he has proven that the general- 
ity of the power gave him no right or 
benefit or satisfaction that a limited 
power of the kind to be exempted would 
not have given him, at least if he also 
leaves his own property to beneficiaries 
of the same classes. 

What has been said is applicable also 
to property passing under an exercised 
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power of appointment by will. If the 
decedent appointed the property to his 
wife and children, and if he left his own 
property to them also, he has proven that 
the general power was of no more value 
or use to him than one of the limited 
powers which the Treasury proposes to 
exempt. Therefore, if the Treasury’s 
proposal is adopted, it should be changed 
so as to exempt property actually ap- 
pointed to beneficiaries of the exempt 
classes, even under a general power. 

Moreover, since it is proposed to ex- 
empt powers which can be exercised only 
in favor of charities and the natural ob- 
jects of the decedent’s bounty, it is sug- 
gested that the class of exempted powers 
should be broadened. For example, the 
property ought not to be taxed merely 
because it can be appointed to step- 
children or adopted children (who are 
not descendants) or to widows or widow- 
ers of deceased children (who are not 
spouses). Therefore, the exemption 
ought to be broadened so as to permit 
appointment to stepchildren and adopted 
children and to persons who at any time 
have been spouses of descendants, step- 
children or adopted children. 

The proposed exemption covers only 
powers which can be exercised in favor 
of close dependents of the donee of the 
power. It should be borne in mind that 
the property subject to the power is prop- 
erty which the donee of the power never 
owned; it is property which the donor 
of the power owned. It is suggested, 
therefore, that Mr. Paul’s exemption be 
broadened so as to cover powers which 
can be exercised in favor of spouses, de- 
scendants, stepchildren and adopted chil- 
dren, and spouses of descendants, step- 
children and adopted children, of the 
donor or donee of the power, as well as 
charitable, educational, etc., institutions. 

ee 

Attendance this month at the Graduate 
School of Banking, A.B.A., had fallen off 
by almost 100 students compared with those 
who spent the two-weeks residence require- 
ment at Rutgers last year. Registration 
this year was 545, last year, 644. Of the 
four groups of majors, Savings Manage- 
ment held the best with a drop of two from 
the 59 of 1941. Trust majors fell off from 
134 to 76, Commercial Banking from 365 
to 345, Investments from 86 to 66. 
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New Jersey Enacts Drafted 
Trustee Law 


New Jersey is the latest State to adopt 
legislation to meet the problems created by 
fiduciaries’ being called into war or related 
services. (See April issue, page 429, for 
report on statutes in other States.*) The 
law provides that such fiduciaries or any 
person interested in the estate or trust may 
petition the appropriate court for a decree 
suspending the powers of the fiduciary while 
engaged in war service. If there are co- 
fiduciaries, the court may appoint a substi- 
tute co-fiduciary or one of the original co- 
fiduciaries as successor. If the instrument 
names a substitute, the court shall appoint 
such substitute. A bond may be required 
although the original fiduciary was not 
obliged to furnish one. 


Provision is made for re-instatement of 
the original fiduciary when he ceases to be 
engaged in war service. Original and sub- 
stitute fiduciaries are to account each for 
his own period of administration. Com- 
missions are to be apportioned as the court 
shall direct. More than one _ substitute 


fiduciary may be appointed. 


*Subsequent to the report in the April issue, the 
New York legislature enacted complementary leg- 
islation to cover living trusts and committeeships. 
Chapters 804 and 840, respectively. 


a | 


Prizes Awarded in Atlanta 
Will Contest 


Prize winners in the 1942 Will Contest 
sponsored by members of the Atlanta Clear- 
ing House Association (see page 439 of 
April issue) have been announced. Each 
of the local law schools divide $30 in War 
Savings Banks. 


The winning wills from the various col- 
leges were: James C. Peek, Jr., Emory Uni- 
versity; Eugene MacAmos, Mercer Univer- 
sity; Elizabeth Crankshaw, John Marshall 
Law School; Sylvia S. Ellison, Atlanta Law 
School, and Mrs. Dorothy L. Jackson, Wood- 
row Wilson College of Law. The final de- 
cision of the judges awarded the grand 
prize of a $25 Bond to Miss Ellison. 


The committee handling the contest were: 
N. Baxter Maddox, First National Bank, 
chairman; Carroll Jones, Trust Co. of 
Georgia; Richard A. Denny, Citizens & 
Southern National Bank; and Edward S. 
Gay, Fulton National Bank. 
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Taxation and Valuation of Reverters 


Implications of Hallock and Recent Decisions—Suggested Solution 


RICHARD B. BARKER 
Member of the Bar, Washington, D. C. 


HE Hallock case! has been construed 

by the Bureau and others, probably 
erroneously, as having decided that if 
the grantor of a trust retained any pos- 
sibility of a reversion in the trust cor- 
pus, then he had made a transfer to take 
effect in possession and enjoyment at or 
after death.2, The Supreme Court, how- 
ever, did not decide how much of the 
corpus of the trust should be included 
in the grantor’s estate for estate tax 
purposes. Its language is certainly 
broad enough to justify inclusion of the 
entire corpus. In fact, however, the 
value of the vested life estates was ex- 
cluded not only in the Hallock case, but 
also in the other related cases decided at 
the same time. 


Following this decision, the Treasury 
Department issued a ruling? providing 
that the vested life estate should be ex- 
cluded in the computation. The Bureau 
of Internal Revenue insisted, however, 
that contingent remainders be included 
in the decedent’s gross estate. 


Loophole Created 


After the Hallock decision, trust offi- 
cers and tax advisers began to re-ex- 
amine all existing trust instruments, and 
a lot of gifts or sales to charity were 
recommended for the purpose of elim- 
inating all possibility of reverter. When, 
however, the skies for the future ap- 
peared to be clearing, more clouds ap- 
peared in the decisions of the Board of 
Tax Appeals in the McLean, Marshall 


From address before Trust Functions Committee, 

New York State Bankers Assn., May 25, 1942. 

1. Helvering v. Hallock, 309 U. S. 106. 

2. What that case actually decided was that if 
the decedent’s death was a condition to the 
passing or vesting of complete title, the con- 
veyance took effect in enjoyment at his death. 
Cf. Commissioner v. Kellogg, 119 Fed (2d) 
54, (C. C. A. 3rd). See also Paul, Federal 
Estate and Gift Taxation, J 7.23 footnote 33. 

3. T. D. 5008, 2 C. B. 1940, 286. 


and Robinette cases. The Board held 
that the Sanford® decision of the Su- 
preme Court had ruled that the estate 
and gift taxes were complementary to 
one another and consequently mutually 
exclusive except as to gifts in contem- 
plation of death. The Board therefore 
ruled that in cases where there was a 
possibility of reverter, no gift tax could 
be imposed on any part of the corpus ex- 
cept the vested life estate—which the 
Treasury Department had ruled should 
be excluded from the computation of the’ 
estate tax liability. 

A wide open loophole now existed in 
the law if the Board’s decisions were 
sustained. All that anyone needed to do 
was to create a trust under which the 
life estate had little value and most of 
the value was held for the contingent 
remainderman. For example, A might 
give a million dollars in trust, the in- 
come for life to go to B, who is 90 years 
old, the remainder to C, D and E, and 
their children, but if C, D and E, and 
their children should predecease B, then 
the trust to revert to A. The life es- 
tate would be worth only a few thousand 
dollars and the possibility of a reverter 
to A worth only a negligible sum. Under 
the Board’s decisions there was no gift 
tax on the contingent remainders, worth 
well over $900,000, transferred to C, D 
and E, and their children. Shortly 
afterward A could give his possibility of 
reverter to a charity and thus avoid any 
estate tax on the value of the contingent 
remainders and the value of the reverter. 

The Bureau would probably attempt to 
impose a gift tax on A on the value of 
the contingent remainders when A gave 
the reverters to a charity, but such pro- 
cedure seems incongruous for the rights 


4. Subsequently decided by 5th C. C. A., 2nd 
C. C. A., 38rd C. C. A., respectively, on April 
23, 1942, Feb. 3, 1942, March 23, 1942. 


5. 308 U. S. 39. 
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of C, D, E, and their children are not 
affected one iota by the gift that A 
makes to the charity. Thus, if the the- 
ory of the Board’s decisions were upheld, 
both a gift tax and an estate tax could 
be avoided on almost a million dollars. 


Include Only Value of Reverter 


The general reaction to the above sit- 
uation has been to suggest® that the 
doctrine of the Sanford decision should 
be restricted to permit the imposition 
of both gift taxes and estate taxes on the 
same transfer of property. The propon- 
ents of this theory argue that justice is 
accomplished through the credit for the 
gift tax which is given against the es- 
tate tax, but practical experience has 
shown that the credit is ordinarily en- 
tirely inadequate and results in heavy 
double taxation. Unless some affirma- 
tive action is taken, they probably will 
be sustained by our pro-government Su- 
preme Court. Such a line of decisions 
would tend to diminish the use of trusts 
as a means of protecting widows and 
minor children. 

The answer, in my opinion, should be 
a strengthening, rather than a weaken- 
ing, of the doctrine of the Sanford case. 
At the time of the creation of the trust, 
a gift tax should be imposed on both 
the value of the life estate and the re- 
mainder interest. When the grantor 
dies, there should be included in his 
gross estate only the value of the pos- 
sibility of reverter. I do not care 
whether the possibility of reverter is 
valued as of the time of the creation of 
the trust, or the grantor’s death, so long 
as the principles are made definite and 
certain. The main point is that such 
a program would avoid double taxation 
which at wartime tax rates could easily 
wipe out an estate. 


Actuarily Computable 


Some people argue that too many con- 
tingencies may be involved to make an 
accurate computation of the value of 
the contingent remainders for gift tax 
purposes at the time the trust was 
created. This was the gist of the argu- 





Warren, Correlation of Gift and Estate 
Paul p. 


6. See 
Taxes, 55 Harvard Law Review 1; 
375. 
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ment of the taxpayers in the Marshall, 
Robinette and McLean cases in support 
of the Board’s decisions that the con- 
tingent remainders should not be sub- 
ject to the gift tax. But the remainders 
were as susceptible of valuation from 
an actuarial point of view as the life 
estate.? No one hesitated to value the 
life estate on an actuarial basis though 
the life beneficiary might die the day 
after the trust was created. Under the 
authority of Mr. Justice Holmes in 
Ithaca Trust Co. v. United States® the 
use of actuarial values for the purposes 
of imposing taxes is justifiable and in 
fact is essential to an orderly adminis- 
tration of the tax laws. 

Now is the time to solve the question. 
Experience has shown that the Supreme 
Court is more likely to complicate the 
problem than to simplify it, and at the 
same time to work injustice by estab- 
lishing double taxation. The Treasury 
Department might be able to solve the 
problem by issuing new regulations. 
But by far the best method would be 
to embody the above ideas into the 
Revenue law itself. It is high time that 
the gift and estate tax laws’ were com- 
pletely overhauled in order to make them 
workable and fair.® 


Our suggestion would even fit in with 
the doctrines of Mr. Justice Frankfur- 
ter, who is the leading exponent of bas- 
ing taxation upon realities and disre- 
garding legal refinements of title. When 
a trust of the Marshall type is created, 
the donor gives away an actuarial com- 
putation of a life estate and a remain- 
der estate and retains an actuarial com- 
putation of a possibility of reverter. No 
logic or common sense can swell the 
small value of the thin reverter string 
into being worth the enormous value of 
the remainder cable at the date of death. 
I seriously suggest for your legislative 
program the problem of sensibly corre- 
lating the gift and estate tax laws. 


Treatment of Insurance Proceeds 


The Treasury Department presently 
holds that proceeds of life insurance shall 


7. Cf. Brotherhood of Locomotive Firemen & En 
ginemen v. Pinkston, 293 U. S. 96. 

8. 279 U. 8. 151. 

9. Paul p. 284. 
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be included in the insured’s gross estate 
to the extent that the premiums were 
paid by the insured after January 10, 
1941, irrespective of whether or not the 
insured has irrevocably assigned the 
policies. Mr. Paul has suggested to the 
Congress that this rule be written into 
the statute and has not suggested any 
date limitation. 


My question concerns the problem of 
irrevocable funded insurance trusts. In 
such cases, there is nothing the gran- 
tor can do to stop the payment of the 
insurance premiums by the irrevocable 
funded trust. To prevent income tax 
avoidance, the Supreme Court in the 
Wells case! held that the income of the 
trust could be constitutionally taxed to 
the grantor of the trust. Since the in- 
come of the trust, which is used to pay 
the premiums, is taxed to the grantor for 
income tax purposes, will the Bureau 
and the Courts consider that the grantor 
has paid the premiums on the policy so 
that the proceeds will be included in his 
gross estate for estate tax purposes? 


I suggest that in fact the income is 
not the grantor’s and is only deemed to 
be his in order to prevent income tax 
avoidance. The grantor should not be 
deemed to have paid the insurance prem- 
iums for the purposes of determining 
estate tax liability. The “raison-d’etre” 
for the estate tax provision has no con- 
nection with the underlying motives of 
the income tax provision. But certainly, 
if Mr. Paul’s suggestion is to be incor- 
porated into the law, this question should 
be solved by legislation rather than leav- 
ing it to the vagaries of present day 
tax litigation. 


Change in Cost Basis of Inherited 
Property 


Another of Mr. Paul’s_ suggestions 
should be vigorously opposed by all tax- 
payers. He has suggested that the bene- 
ficiary of a decedent take the decedent’s 
cost basis for inherited property rather 
than the value of the property as estab- 
lished in the estate tax return. Aside 
from the very grave difficulties involved 
in establishing the decedent’s cost basis, 


10. 289 U. S. 670. 
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the proposal could easily amount to a 
confiscation of property. 

We will assume that the decedent 
owned an asset which cost him $100. 
At his death it is worth $5,000. The 
estate finds it necessary to sell the asset 
to raise cash to pay the estate taxes. 
The decedent left other property which 
put him in the highest estate tax bracket 
and his estate is in a high income tax 
bracket. However, we will treat the 
property as a capital asset so as to get 
the lower capital gain rate. Using the 
proposed new Treasury tax rates, the 
tax situation will then be as follows: 


Estate tax on $5,000 at 78.9% 
(being the highest effective 
rate, but not the highest bracket 
amount. ) 
Tax on capital gain of $4,900 
(being $5,000 - $100) at 30% _.. 1,470 
TOGe BOO anna eee 


Thus the sale price will be insufficient 
to pay taxes by $415. 
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Notes on Current Trust and Probate Literature 


CO-TRUSTEES OR SEVERAL 
TRUSTEES? 


GILBERT T. STEPHENSON. 
sity Law Review, April 1942. 


In the light of difficulties and prob- 
lems arising out of the rule of law that 
co-trustees must act jointly, lawyers have 
been seeking workable substitutes for the 
ordinary co-trusteeship in which there is no 
segregation of duties or powers. Mr. 
Stephenson discusses the three “most prom- 
ising” substitutes now being tried: (1) 
having different kinds of trustees of the 
same property, each kind being named and 
defined by statute; (2) having separate 
trustees for different portions of the estate 
or items of property; and (3) separating 
the duties of the co-trustees. 

Under (1), the author describes the sys- 
tem of custodian and managing trusteeship 
established by statute in England, New Zea- 
land and some Australian states. A system 
of responsible and advisory trusteeship is 
created by statute in some states of Aus- 
tralia. 

Under (2), Mr. Stephenson points out 
that separate trusteeship has been employ- 
ed most frequently on account of the loca- 
tion or nature of the trust property. 

Under (3), he discusses the assignment 
of different duties as to the same property, 
giving illustrations of the various types of 
functions which have been so divided and 
provisions from actual wills covering them. 

With these alternative arrangements 
available, the draftsman should be in a 
position better to serve clients and bene- 
ficiaries. 


Temple Univer- 


CONFLICT OF LAWS IN RESTRIC- 
TIONS ON FREEDOM OF TESTA- 
TION 


WALTER BRESLAUER. 
March 1942. 


Iowa Law Review, 


This article discusses the factors which 
determine or should determine which state’s 
law applies when a question of limitations 
on testamentary disposition arises and the 
domicile of the decedent, the situs of the 
property, the residence of the legatee are 
not in the same state. Examples of such 
limitation are found in statutes protecting 
rights of surviving spouses and relatives, 
and restricting charitable bequests. Among 
the subjects examined are problems arising 


from the divergent treatment of movable 
and immovable property, relevance of the 
principle of public policy, relevance of the 
law of the legatee’s domicile in the case 
of legacies to charities, rules on dower and 
widow’s allowance, effect of community 
property law, whether the question is one 
of will construction or testamentary limita- 
tion, and revocation of wills by birth of 
issue or marriage. 


PRUDENT INVESTOR RULE IN IN- 
VESTMENT OF TRUST FUNDS 


Temple University Law Quarterly, February 1942. 


This is a well reasoned plea for adoption 
of the Massachusetts or Prudent Investor 
Rule for the investment of trust funds. Of 
particular interest is the reproduction of 
a chart showing the status of American 
statutes relating to legal investments for 
fiduciaries. 


TAXATION AND LIFE INSUR- 
ANCE FOR ELDERLY PERSONS 


EVELYN E. WEST. Tazes, April 1942. 


Here are some observations on the effect 
of the Supreme Court decision in the Le 
Gierse case, which denied the insurance 
exclusion under the estate tax to insurance 
issued in conjunction with annuity con- 
tracts which the insured had been compelled 
to purchase because of her age. The author 
suggests a slight variation in the plan 
would avoid the effect of this case; that is, 
payment of two or three premiums instead 
of the single premium. The impact of this 
decision on other types of policies in rela- 
tion to the estate tax, and questions arising 
under the income tax are also discussed. 


RIGHT OF PERSONS CLAIMING 
THROUGH AN HEIR TO CON- 
TEST A WILL 


Iowa Law Review, March 1942. 


Persons asserting a right to contest a will 
through their relationship to the heir may 
be divided into three groups: (1) creditors, 
general and judgment, of the heir; (2) pur- 
chasers, before or after the testator’s death, 
of the heir; and (3) heirs, devisees, or leg- 
atees of the heir. After going into the 
cases under these three heads, the writer 
of the Note concludes that the test should 
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not be whether the claimant has a pecuniary 
interest or relies on technical questions of 
title. A sounder method would be first to 
exclude all parties with no pecuniary inter- 
est and in the case of those with such an 
interest the court should balance its sub- 
stantialness against the extent to which the 
field of possible will contestants will be ex- 
panded by allowing such contest. 


RECENT DEVELOPMENTS IN 
TAXATION OF SHORT-TERM 
TRUSTS 


Georgetown Law Journal, April 1942. 


This Note examines the decisions subse- 
quent to the Clifford case which held that 
the income from an irrevocable short-term 
trust may, under certain circumstances, be 
taxed to the grantor. The elements to be 
considered are (1) length of the term; (2) 
retention of control by the settlor; (3) 
identity of the reversioners; (4) character 
of the beneficiaries appointed to take under 
the trust. The author concludes that while 
the philosophy of the Clifford case may be 
sound, confusion and uncertainty have been 
left in its wake. He queries whether it is 
judicious to sacrifice certainty in the in- 
terest of maximum pecuniary return and 
economy of legislative action. 

ee OD 


Other Articles and Notes 


(Descriptive phrase follows titles which are not 
self-explanatory; law reviews are identified by refer- 
ence to school or region.) 


Trusts: Reservation of Control by Set- 
tlor, When Testamentary?—Cornell, April. 
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Taxation of Annuity Contracts Under 
Federal Income Tax, by Robert Meisen- 
holder—Michigan, May. 

Taxation: Some Reflections on the Quest 
of Substance (reappraisal of taxation from 
viewpoint of substance rather than form; 
includes discussion of estate and gift 
taxes), by Edmond N. Cahn—Georgetown, 
May. 

Future Interests Restated (critical anal- 
ysis of Volume III of Restatement of 
Property dealing with creation of future in- 
terests, interests of expectant distributees 
and powers of appointment), by Myres S. 
McDougal—Harvard, May. 


Community Property and Taxation of 
Family Income, by Covey T. Oliver—Tewxas, 
May. 

The Uniform Principal and Income Act 
(extended discussion of Act as solution for 
many trust law and administration prob- 
lems), by LeRoy B. Staver—Orvegon, April. 

Review of Recommendations for Revision 
of Internal Revenue Code, by Troy G. 
Thurston, Journal of Accountancy, June. 

Eccentricities and Testamentary Capacity 
(discussion of Pennsylvania cases dealing 
with will contests on the ground of testa- 
tor’s eccentricities—Dickinson, May. 

Illegal Conditions in Grants of Property 
(examination of Pennsylvania cases on 
whether or not a condition on a grant or 
devise is void as illegal or against public 
policy) —Dickinson, May. 

Unauthorized Retention of Nonlegal Se- 
curities by Fiduciaries—Duke Bar Associa- 
tion Journal, Spring 1942. 


ESTABLISHED 1867 


PEOPLES-PITTSBURGH TRUST COMPANY 


Pittsburgh's Oldest Trust Company + Serves the Country’s Largest Corporatiors 


Main Office: Wood Street at Fourth Avenue 


Member Federal Deposit Insurance Corporation 





TRUSTS and ESTATES—June 1942 


Decisions 


LEGAL CONTRIBUTING EDITORS 


Digests of the current decisions affecting fiduciaries, published in the follow- 
ing pages, were selected and reported by these attorneys, for their respective 


jurisdictions: 


CALIFORNIA: Walter L. Nossaman—tTrust Counsel, Security-First National Bank of 


Los Angeles 


CONNECTICUT: Allan K. Smith—Day, Berry & Howard, Hartford 

DELAWARE: Robert C. Barab, Attorney-at-Law, Wilmington 

MISSOURI: Robert Neill, Jr.—Thompson, Mitchell, Thompson & Young, St. Louis 
NEBRASKA: Frank D. Williams—Hall, Cline & Williams, Lincoln. 

NEW YORK: Joseph Trachtman—Attorney-at-law, New York City 

WASHINGTON: Charles T. Donworth—Donworth, Paul & Donworth, Seattle 
WISCONSIN: Ralph M. Hoyt—Shea & Hoyt, Milwaukee 

ONTARIO: L. G. Goodenough—Leonard & Leonard, Toronto 


The complete roster of editors appears in July and January. 





Business Trusts — Validity of Agree- 
ment by Which Stockholders Transfer 
Their Stock to the Corporation for Dis- 
position on Stockholder’s Death 


California—District Court of Appeal 

Oakland Scavenger Co. vr. Gandi, 51 A. C. A. 111, 

124 P. 2d 143 (April 2, 1942). 

The decedent Gandi owned stock in plain- 
tiff corporation. All stockholders of the 
corporation were its employees and left 
their certificates, endorsed, with the com- 
pany under a resolution adopted by the di- 
rectors and stockholders providing in effect 
that if any stockholder died, the company 
would transfer the certificate to the son of 
the deceased stockholder, or if he left no 
son capable of filling the vacancy created 
by the decease of the stockholder, then the 
company would sell the stock and give the 
proceeds to the wife or heirs of the de- 
cedent. 

On Gandi’s death the corporation brought 
this action for declaratory relief, asking a 
determination as to who owned the stock. 
Gandi’s executor claimed the stock free of 
any rights of the corporation. Decree to 
the effect that the company held the stock 
in trust to sell it to a person qualified to fill 
Gandi’s place (as an employee evidently) 
and to deliver the proceeds to the defendant 
executor, affirmed. 

HELD: 1) A trust was created in the 
certificate, and the trust was effective al- 
though revocable and although the stock- 
holder retained the right to sell. 


2) Trust was not invalid as tending un- 
reasonably to restrict the stockholder’s 
right of alienation or as giving the corpor- 
ation some control over stockholder per- 
sonnel. 

3) The resolution was binding on those 
who assented, and this included Gandi. 
—— ()-- - 

Trusts — Creation of 
Administer Fund 


Charitable 
Corporation to 
Denied 


Connecticut—Supreme Court cf Errors 
Cochran v. MeLaughlin, 128 Conn. 638. 


A testatrix left the residue of her estate 
to such “charitable, benevolent, religious or 
educational institutions” as her executors 
might determine. The executors propose to 
organize a corporation to receive funds for 
and to distribute the same to such charit- 
able, religious and educational institutions 
as might be selected by the corporation, and 
provide that no private gain might be re- 
ceived by any person connected with the 
corporation except reasonable compensation 
for services rendered, and in the event of 
the dissolution of the corporation, the prop- 
erty would be distributed to such charitable, 
religious and educational institutions as the 
corporation might select. 

The executors brought this action for a 
declaratory judgment determining (1) 
whether such a corporation would be a prop- 
er beneficiary under the provisions quoted 
from the will; (2) whether the executors 
could properly turn over the property to that 
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corporation in fulfillment of those pro- 
visions. The Court answered in the nega- 
tive and 

HELD: Under the proposed plan the 
whole fund would be paid to a single corpo- 
ration within whose stated purposes would 
not be included the actual administration of 
assistance or relief; the institutions ulti- 
mately receiving the funds would receive 
them from the corporation and not from the 
estate of the testatrix; the property might 
be held as a continuing fund, the income 
only being distributed, or payments from 
the capital might be postponed to an indefin- 
ite future; and the selection of the institu- 
tions might not be made by the executors 
under the will but by members of the corpo- 
ration wholly unknown to the testatrix. 

In answer to another question asked by 
the executors, as to whether or not any 
class of beneficiaries would be included un- 
der the designation “benevolent” which did 
not fall within the word “charitable” as 
used in the will, the court held that the 
executors are authorized to pay such part 
of the funds as they deem proper to insti- 
tutions which are benevolent in their na- 
ture as distinguished from those which are 
charitable. 


i 


Distribution — Spendthrift Trusts — 
Interpretation of Spendthrift Clause 
By Declaratory Judgment 


Washington—Supreme Court 
Laucks v. Princehouse, 113 Wash. Dee. 11 (April 
3, 1942). 


Plaintiffs as testamentary trustees brought 
the action to obtain a declaration of rights 
of Agnes Princehouse and her minor chil- 
dren. The will provided that the trust 
should terminate when Roy Thompson, one 
of the beneficiaries,-reached the age of 30 
years, at which time Agnes Princehouse 
would receive one-fourth of the corpus. The 
will also contained a provision that the trust 
should be in no way encumbered or made 
subject to the personal debts of the bene- 
ficiaries, and that if any beneficiary should 
attempt to mortgage or otherwise encum- 
ber or convey his or her expectancy, or per- 
mit a judgment to be entered that might be 
asserted against the property if owned by 
the beneficiary, then the beneficiary should 
take nothing and the share of such bene- 
ficiary be conveyed to the issue of such of- 
fending beneficiary upon the termination 
of the trust. 

Mrs. Princehouse had signed accommo- 
dation notes for her husband totaling $17,- 
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000 at a time when her net assets were 
about $4,000. She had not at any time 
signed anything in writing agreeing to sub- 
ject her interest in the trust to the indebt- 
edness. 

The lower court held that Mrs. Prince- 
house had violated the spendthrift clause of 
the will. The Supreme Court reversed the 
lower court, finding that she had not done 
the prohibited acts and that the will did not 
provide that property received by a bene- 
ficiary after the termination of the trust 
should not thereafter be made subject to 
such debts. 

The case is of interest because it recog- 
nizes the validity of spendthrift trusts in 
Washington, but refuses to go beyond the 
restrictive language used in the spendthrift 
clause. 


————_0 

Drafting — Wills & Trusts — Unde- 

livered Deed Incorporated by Refer- 
ence in Will 


Nebraska—Supreme Court 


In re: Dimmitt's Estate, 3 N. W. (2d) 752. 


Testator made a deed to his niece which 
was never delivered. His will subsequently 
made, provided: “I have already deeded to 
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my niece (describing land) *** and for that 
reason I do not devise any real estate to 
her in this will.” The deed as well as the 
will were offered for probate. 

HELD: The deed was by reference incor- 
porated in the will and the deed was entitled 
to probate. 


ee 


Investment Powers — Retention of 
Investments — Reasonable Care — Di- 
versification—Burden of Proof 


Missouri—Supreme Court, Div. No. 1 
Boland v. 
Company, decided June 3, 
hearing not yet filed. 


Mcrcantile-Commerce Bank and Trust 
1942, motion for re- 


The settlor conveyed 20 Frisco prior lien 
bonds and 329 shares of Frisco common 
stock to trustees in 1919. The trust instru- 
ment provided that the trustees “shall keep 
such trust funds at all times invested in 
safe income-bearing securities or other 
property.” It gave a power to invest and 
reinvest “in such stocks, bonds, securities 
or other property, real or personal, as to 
said trustees may seem suitable.’ The 
trust instrument then provided that the 
trustees “shall have further power to con- 
tinue to hold any stocks or other securities 
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or investments which they originally re- 
ceive hereunder, so long as they may con- 
sider the same desirable investments re- 
gardless of whether such stocks, securities 
or investments are in law proper invest- 
ments of trust funds.” 

The trustees held the stock and bonds un- 
til they had greatly depreciated in value 
during the depression. Suit was brought in 
1935. The trial court rendered a decree 
surcharging the trustees with the value that 
the stock would have had if sold in Sep- 
tember, 1930, and with the value that the 
bonds would have had if sold on or about 
June 2, 1931. The Supreme Court reversed 
the decree and held that no breach of 
trust had been shown. 

HELD: The trustees were under no duty 
to sell the securities immediately after they 
were received, at which time the stock had 
never paid a dividend and was clearly not 
“a safe income-bearing security.” The 
stock began to pay dividends in 1925, which 
dividends were continued to the end of 
1930. The court held that the trustees were 
not negligent in retaining the securities 
after a recapitalization of the Frisco which 
had taken place in 1928. It held that the 
plaintiffs’ criticism of the 1928 recapitaliza- 
tion was largely based on what could not 
then have been foreseen. 

Finally the court held the trustees were 
not negligent in failing to sell while the 
securities were high in price and before 
they sank to the levels which they reached 
during the depression. The court said: 

“It may be conceded that in due time the trus- 
tees reached the conclusion that the Frisco stock 
and bonds were not desirable investments, but 
what to convert the same into, and when to do so, 
was still a question for the trustees, considering 
the circumstances then existing.” 

The trustees could not be charged with 
abuse of discretion in failing to anticipate 
during 1930 and 1931 that the depression 
would reach the depths which it afterwards 
attained. 

The plaintiffs complained of the lack of 
written evidence as to the data and analyses 
upon which the trustees had based their 
cecisions from time to time. The court held 
that this made no difference since the pre- 
sumption is that a trustee has acted in good 
faith and has done his duty, and the burden 
is on the plaintiff to allege and prove the 
contrary. 

Plaintiff also contended that the trustees 
were liable because of failure to diversify 
the trust, but the court, though it men- 
tioned this contention, did not discuss it, 
and by its judgment overruled it. 
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Jurisdiction — What Law Controls 
Exercise of Power of Appointment 
Created Under Trust Whose Place of 
Administration Was Shifted 


Delaware—Supreme Court 


Wilmington Trust Co. v. Wilmington Trust Co., 


24 A. (2d) 309 (Del.) 


A New York resident created an inter 
vivos trust by the terms of which a major- 
ity of the adult beneficiaries had the power 
to change the trustee from the settlor’s wife 
to any trust company in any state meet- 
ing certain qualifications. The beneficiaries 
were given a special power of appointment 
over the corpus. 

Subsequently, the beneficiaries appoint- 
ed the Wilmington Trust Company in Dela- 
ware as trustee and the original trustee 
transferred the trust assets to it. There- 
after, one of the beneficiaries executed an 
instrument purporting to exercise the power 
of appointment. In an accounting action 
in Delaware, a question arose as to the 
validity of suzh exercise. 


HELD: The law of Delaware governs 
the validity of the deed of appointment, 
since the rights assigned thereunder depend 
upon the law of the jurisdiction in which the 
trust had its seat at the time the power was 
exercised. The settlor’s domicile, the place 
of execution, and the domicile of the bene- 
ficiaries are no longer regarded as decisive 
factors in determining the seat of the trust. 
Rather the trustee’s domicile and the place 
where the trust is administered are held to 
control. 


0 


Living Trusts — Validity as Testa- 
mentary Disposition 
Wisconsin—Supreme Court 


Koppelkam v. First Wisconsin 
3 N. W. 2d 350; April 7, 1942. 


Trust Company, 


In 1930 one Koppelkam set up a trust in 
the sum of $75,000, the income to be pay- 
able to his wife and daughter and the sur- 
vivor of them for life, and thereafter to the 
settlor himself, and the corpus to go to 
designated persons upon the death of the 
settlor and his wife and daughter. By the 
terms of the instrument it was made irre- 
vocable for the period of ten years from its 
date, but was subject to revocation there- 
after. The settlor died prior to the expira- 
tion of the ten-year period and his executors 
brought suit against the trustee for the as- 
sets of the trust, claiming that the instru- 
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ment was invalid as an attempted testamen- 
tary disposition not executed with the 
formalities required by law for the execu- 
tion of a will. 


HELD: The fact that one of the pur- 
poses of the trust instrument is to deter- 
mine the disposition of the property after 
the settlor’s death does not make the in- 
strument testamentary in character, so long 
as rights are created prior to his death. 
Here the right to the income was vested in 
the wife and daughter from the date of the 
instrument. The reserved right to revoke 
the trust after the ten-year period could 
not invalidate this trust because the settlor 
did not survive that period; and in any 
event, mere revocability of a trust does not 
affect its validity. 


0 
Real Property — Equitable Conver- 
sion—Devisee of Life Estate Entitled 


to Share On Exercise of Option Given ° 
During Testator’s Life 


Delaware—Court of Chancery 
Eddington v. Turner et al., May 7, 1942. 


Some three days after devising certain 
real estate to his sister for life, A gave X 
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a sixty day option under seal for the pur- 
chase of the real estate for $10,000. <A died 
some weeks later, and X thereafter gave 
notice that he intended to exercise his op- 
tion. A’s executors resist the sister’s claim 


of an interest in the purchase price on the 
ground that the option agreement made this 
personal property at the time of A’s death. 


HELD: A’s sister is entitled to a life 
interest, the doctrine of equitable conver- 
sion not applying in the absence of mutual 
obligation at the time of death. “The rule 
applies when an absolute, and not a mere 
possible or contingent conversion is intend- 
ed.” 


————0 


Powers — Limitations — Settlement 
Option Agreements Not Within Rule 
Against Perpetuities 


New York—Court of Appeals 


Holmes v. The John Hancock Mutual Life Insur- 
ance Co., decided April 23, 1942. 


New York—Supreme Court, N. Y. Co., Spec. Term 


Weiss v. Gorschen, N. Y. L. J. May 1, 1942, p. 
1845. 


In each of these cases, insurance pro- 
ceeds were left with the insurance company 
under an agreement to pay interest there- 
on during the lives of various beneficiaries. 
It was contended that the provisions of the 
agreements violated the New York rule 
against perpetuities as effecting an unlaw- 
ful suspension of the power of alienation. 


HELD: The agreements did not violate 
the New York rule because a trust relation- 
ship was not established between the insur- 
ance company and the insured or the bene- 
ficiaries. The agreements constituted con- 
tracts for the benefit of third parties. 


a a vn 


Taxation — Estate & Inheritance — 
Propriety of Computing Succession 
Tax as of Date of Death Where 
Shrinkage Occurs 


Canada—Supreme Court 
In re Jost, 1942 Supreme Court Reports, page 54. 


This was an appeal from the Court of 
Appeals of Nova Scotia. 


The testator, Jost, a resident of Nova 
Scotia, died there in August 1929 leaving a 
large estate consisting almost entirely of 
stocks and shares. By his will, he made 
numerous bequests of specific sums to var- 
ious persons and institutions, directed that 
a certain sum be set aside as a trust fund, 
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and then bequeathed the residue to a uni- 
versity in New Brunswick. The will con- 
tained no express instructions with regard 
to the payment of Succession duties. 


Shortly after the executors entered upon 
their duties and before they had realized 
any portion of the estate, the stock market 
took an unprecedented and severe slump 
and the value of the securities constituting 
the estate fell very much below the inven- 
tory values with the result that legacies of 
specific sums would have to abate and there 
would be no residue. Notwithstanding this 
depreciation of assets, the executors paid to 
each of four provinces large amounts in 
succession duties computed on the basis of 
the value of the estate at the time of death 
and at the rates appropriate to the differ- 
ent classes of beneficiaries, including the 
residuary legatee, as named in the will. 


The question on appeal was whether the 
executors were justified in paying out of 
the assets of the estate the said amounts 
of duties, or whether the duties had been 
paid upon a wrong basis of computation 
resulting in overpayment for which the 
executors were chargeable. 


HELD: The duties had been computed 
and paid on the right basis. With respect 
to the duties payable under the Succession 
Duty Acts of the four provinces, the mate- 
rial provisions of which Acts are substan- 
tially the same, the rate at which duties 
are to be calculated are based upon the re- 
lationship of the persons who would receive 
the proceeds of the estate on distribution 
if the inventory value at death were real- 
ized and distributed according to the direc- 
tions contained in the will, and are not based 
upon the relationship of the persons who 
receive the proceeds actually realized. 


“It is the purpose and intention of the Act 
that the two factors necessary to determine the 
duty—valuation and rates—shall be constant. Ir- 
respective of market fluctuations, duty shall be 
levied upon the fair market value (less deductions) 
at the date of death. The rate is determined by 
the relationship or nature of the person for whose 
benefit property passed on the death. Computa- 
tion is made by applying the appropriate rate to 
property passing to each person beneficially on the 
death of the testator. The duty is paid on the 
basis of the distribution intended by the testator. 
The executor deducts the amount which was pay- 
able on each legacy.” 


NOTE: See the judgment in Re Wag- 
staff, 1941 O. R. 71, (May 1941 Trusts and 
Estates 556). wherein reference is made to 
the judgment of the Court of Appeal of 
Nova Scotia in the Jost case. 

Reported by L. G. Goodenough of Toronte 
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